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OVERSIGHT HEARING OF THE U.S. POSTAL 

SERVICE 


TUESDAY, SEPTEMBER 19, 2000 

House of Representatives, 

Subcommittee on the Postal Service, 

Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 1 p.m., in room 
2154, Rayburn House Office Building, Hon. John M. McHugh 
(chairman of the subcommittee) presiding. 

Present: Representatives McHugh, Sanford, LaTourette, Fattah, 
Owens, and Davis. 

Also present: Representatives Tierney and Biggert. 

Staff present: Robert Taub, staff director; Heea Vazirani-Fales 
and Loren Sciurba, counsels; Matthew Batt, clerk; Jane 
Hatcherson, professional staff member; Robin Butler, office man- 
ager, Committee on Government Reform; Dana Johnson, deputy 
chief of staff, personal staff; Abigail Hurowitz, communications as- 
sistant, personal staff; Tony Haywood, minority counsel; Denise 
Wilson, minority professional staff member; and Earley Green, mi- 
nority assistant clerk. 

Mr. McHugh. I want to apologize at the outset. There are all 
kinds of new electronic gimmicks up here, and fail-safe systems, 
and I have not been cleared for flying this machine. So if there is 
any breakdown, I apologize for that. 

Let me welcome you all here. I don’t see a gavel, so I will call 
the meeting to order. 

Thank you so much for being here in such strong numbers. Cer- 
tainly, as we all know, our witnesses today are not newcomers. 
They have, to a person, all testified before this subcommittee on 
previous occasions, and I want to thank them again for participat- 
ing in this, our annual oversight hearing. 

Of course, they include the Postmaster General, Bill Henderson; 
the Inspector General of the U.S. Postal Service, Carla Corcoran; 
and again, Mr. Bernard Ungar of the General Accounting Office. I 
know I speak for all of the members of the subcommittee when I 
express our appreciation to you all for your help and your coopera- 
tion over these past years. Certainly we are very interested in what 
you are going to share with us today. 

I would also like to state my appreciation to the Postmaster Gen- 
eral, for most of you who have had the time to read his opening 
statement, for the kind things he has to say about me in that pres- 
entation. I am not certain they are deserved, but they are greatly 
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appreciated. I think he describes very well the road that we have 
traveled these past 6 years in trying to modernize our postal laws. 

It has been a road that has been filled with detours and potholes 
and distractions. Indeed, to the detriment of many Americans, I 
fear that postal reform may not in fact be enacted in the year 2000. 
But we are fooling ourselves if we think that with the growing cost 
pressures and shrinking revenue base of the Postal Service, that 
this Congress can continue to delay addressing this most important 
matter. 

Sustained volume declines, coupled with early delivery cost in- 
creases, ensure that the postal laws will have to undergo, I think, 
a major adjustment. My fear is that rather than undertaking rea- 
sonable and gradual changes, as we have attempted to accomplish, 
we will instead find ourselves dealing with the worst crisis and be 
left with choices of desperation in our duty to provide affordable 
universal mail delivery that binds the Nation together. 

Let’s not kid ourselves: The crisis is upon us. In the past year, 
the Postal Service has encountered increasing financial difficulties 
as mail volumes have grown more slowly than expected and as 
postal costs have increased greatly and have been proven difficult 
to restrain. With just days left in the fiscal year, the Postal Service 
is facing its first money-losing performance since 1974. The Post- 
master General stated last month that the service could be as 
much as $300 million in the red when the books are tallied a few 
days from now. 

The testimony of the nonpartisan independent General Account- 
ing Office I feel focuses like a laser on the key policy challenges 
facing Congress and the American people. I would like to quote 
from that report briefly, if I may. 

the Postal Service faces an uncertain future. Can the Postal Service maintain and, 
where necessary, improve on the quality of mail delivery service? Can the Service 
continue to provide affordable postal rates? Can the Service remain self-supporting 
through postal revenues? Can the Service continue in the long term to provide the 
current level and scope of universal postal service? 

The Postal Service is lumbering along under a 30-year-old legis- 
lative framework and it may not be able to overcome the problems 
it faces. As the Inspector General will underscore, the Service faces 
major management challenges in its attempts to grow revenues 
and to compete in a rapidly changing market, maintain afford- 
ability, improve the workplace climate, and enhance productivity. 

It is no surprise that the Postal Service is seeking innovative ap- 
proaches to dealing with these challenges. About 2 weeks ago, the 
Postal Service announced the possibility of a strengthening alliance 
with Federal Express. Questions have and, I suspect, will continue 
to a rise from this pronouncement and we will be interested in fur- 
ther explanation and evaluation from our witnesses on that topic 
today. 

There is plenty to be discussed in this oversight hearing. Both 
the IG and the GAO are on the front lines as America’s postal 
watchdogs, and they have proven to be valuable partners with the 
Congress in reporting to us on a broad range of postal operations. 
We look forward to their testimony today and our review of initia- 
tives they have indicated to the Postal Service that they could un- 
dertake to improve its own performance. 
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As both the IG and the GAO have found, the Postal Service re- 
quires significant attention to such areas as labor management re- 
lations, internal controls and revenue projections; and the sub- 
committee looks forward it hearing from them and from the Service 
as to plans to develop innovative solutions to these long-standing 
problems. 

Furthermore, a troubling finding of the GAO is its negative as- 
sessment of the Postal Service’s efforts under the Government Per- 
formance and Results Act. The performance plans and reports that 
are required under the act should allow Congress, postal managers 
and the American public to easily determine how well the Postal 
Service is improving its performance and achieving its goals. Un- 
fortunately, it appears that the latest reports are not as clear and 
understandable as they might be, and we look forward to discuss- 
ing this important issue today. 

Those are just a few of the topics that I suspect we will be ven- 
turing into. There may, in fact, probably will be others. Let me go 
off script for a moment. 

As I suspect the number of people here suggest, many of you are 
aware that this will be our final oversight hearing in this Congress. 
As I understand the rules, as I understand the vagaries of elec- 
tions, it will probably be my last as chairman. I want to express 
my deepest appreciation to all those who have been so helpful to 
me. 

Of course, Mr. Fattah here, the gentleman from Pennsylvania, 
and his very active role in assisting us, along with our staffs, in 
trying to undertake, I have to say, one of the more bipartisan ef- 
forts in committee in Congress, this very important challenge. It 
has been a pleasure to all the subcommittee members on both 
sides. I appreciate all of the help, all of the insights and hard work 
that they have put together; to the Postmaster General, Bill Hen- 
derson and his successor, for putting up with me and my well-in- 
tended but nevertheless I suspect far too often misguided and mis- 
directed efforts; and to the folks here at the panel. 

I want to thank those of you in the audience, many of whom I 
have gotten to know so very well over the past 6 years. I have said 
repeatedly that I did not recognize the scope of what the Postal 
Service means in America when Bill Clinger called me that first 
day and asked me to take up this position. I am amazed at how 
this network of sometimes very different organizations and inter- 
ests works so well together, and even when there is disagreement, 
the focus remains upon the critical nature of delivering our Na- 
tion’s mail to virtually every household in America. 

It is a humbling experience, and I can only express in very inad- 
equate words the admiration I have for the more than 800,000 
postal workers in this Nation who deliver tens of millions of pieces 
of mail each and every hour of each and every day to America. It 
is something that most of us take for granted, because they have 
done it so well for so long, but I would hope that would be an opin- 
ion and a perspective that in the future this subcommittee not 
adopt, because it doesn’t just happen. It takes a lot of hard work 
and a lot of cooperation, and we need to be productive players in 
that. 



4 


Last, and certainly not least, I want to express both my deepest 
thanks and my highest admiration for the subcommittee staff 
members, the folks who are seated here who really are remarkable 
in their understanding and their dedication to this initiative. I un- 
derstand that government employees, staff people, whether they be 
here on the Hill or located in a bureaucracy, are often maligned, 
and I think very unfairly so. But I have never in now nearly 30 
years of public service been associated with a finer group of indi- 
viduals. 

I get into trouble if I start mentioning names, but I do want to 
mention a few: Dan Blair, who was our first committee director, 
who has now moved on to bigger and brighter things, he tells us, 
over in the Senate. I am sure that that is true. Of course, Steve 
Williams, who has moved on to better things. I saw Steve earlier 
here today, who was so helpful in those early days. 

We now have some folks who started with the subcommittee, 
who have moved on, who may be in the room today: Ken John, who 
went on to the GAO, Abby Hurowitz, who definitely took a demo- 
tion and came to work on my personal staff, but who remains such 
a joy and a delight. We have Tom Sharkey, who was first a detailee 
from GAO to the subcommittee and then from the IG to the sub- 
committee, and Loren Sciurba and Matthew Batt; and of course 
Heea Vazirani-Fales, who has been with the subcommittee for so 
many years, who brings a sense of focus to us; and Jane 
Hatcherson and others who are here. 

I save, in my humble opinion, the best for last. I really want to 
thank the gentleman on my left, Robert Taub, who is now the di- 
rector, and as my chief of staff is continuing to give me the oppor- 
tunity to work with one of the brightest people I have met in my 
life and one of the nicest guys I have met in my life. 

These people, taken collectively, have given me invaluable in- 
sight and assistance at those times when I was too far off point — 
it was because I didn’t listen to them well enough; those times 
when I came out looking fairly well, it is because I listened to them 
very well. I want to thank them and all of you. 

With that little trip of nostalgia, I would now be happy to yield 
to the ranking member, the gentleman from Philadelphia, PA, for 
any opening comments he might wish to make. 

Mr. Fattah. Thank you, Mr. Chairman. 

Let me first indicate that I think that when the entire story is 
written on postal reform, the gentleman from New York will have 
been the impetus for reforming the Postal Service here in these 
United States. Your work, even though you may not realize a re- 
sult immediately, in the short-term future does set the context in 
which this country will go forward in terms of trying to respond to 
the set of uncertainties that exists in which the Postal Service has 
to operate. 

I want to commend you for your work. For those of us in the mi- 
nority, we have never felt we were in the minority working with 
you. We felt it was a partnership, and we want to thank you for 
your leadership on these critical issues. 

I do want to recognize many who are in the audience, but in par- 
ticular, a Board of Governor member from my State of Pennsyl- 
vania, Ms. Daniels. I want to recognize her presence. 
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I have a formal statement that I will enter into the record, but 
it is obvious that the Postal Service has, as I think the Postmaster 
General will lay out, a multiprong strategy to deal with the issues 
that it confronts, cost containment and growing revenues and the 
question of legislative reform. I don’t want to delay us from hearing 
from the Postmaster General and from the other witnesses. 

I will enter my statement for the record, and will be very inter- 
ested to hear not just on the broader subjects that the Postmaster 
General will outline, but also on an emerging new set of interests 
and concerns relative to the FedEx discussions. And even though 
there has been no formal material provided or, perhaps, even 
agreed upon at the moment, this committee and its work will have 
to be informed by those discussions as we go forward. 

I would thank you, Mr. Chairman, and I will provide my formal 
remarks for the record. 

[The prepared statement of Hon. Chaka Fattah follows:] 
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Mr. Chairman, 

As the Ranking member of the Subcommittee on the Postal 
Service, I am pleased to join you today at the Oversight Hearing of the 
U.S. Postal Service. 

This has been a very active year. We began 2000 with an 
uneventful Y2K. After months of hearings and reviews, the postal 
service was Y2K prepared and as a result mail delivery and service 
continued as usual. Thankfully, we had no need for "contingency 
plans." Your work in this regard was very much appreciated. 

We passed Y2K with flying colors and went right into the filing of 
a rate increase which was formally presented on January 12, 2000. The 
proposed postal rate increases for all classes of mail are designed to raise 
$3.7 billion in new revenues - beginning in 2001 . The postal service 
suggests that the "average" increase for mailers is approximately 6.4%. 
Unfortunately, for nonprofits and magazine industry, the hit is double- 
plus the average increase. 

To its credit, the postal service requested and proposed legislation 
to fix the nonprofit rate anomaly. The legislative fix was drafted with 
input from the Alliance of Nonprofit Mailers, the Magazine Publishers 
of America, National Federation of Nonprofits, Direct Marketing 


2 



8 


Association, and the Association of Postal Co m merce. These 
organizations worked with the postal service to craft an acceptable 
legislative solution to the nonprofit rate problem in the current rate case 
before the Postal Rate Commission. You are all to be commended. 

On June 7, 2000, Senator Thad Cochran, Chairman, and Senator 
Daniel Akaka, Ranking member of the Senate Subcommittee on 
International Security Proliferation and Federal Services, introduced S. 
2686, the industry and postal service solution to the nonprofit rate 
anomaly. On June 12, 2000, 1, along with Congressman Steny Hoyer, 
Ranking member of the Appropriations Subcommittee on Treasury, 
Postal Service and General Government, and the minority members of 
this subcommittee, Congressmen Danny Davis and Major Owens 
introduced the House version of S. 2686; H.R. 4636, the Nonprofit 
Relief Act. Without the passage of this legislation, the nonprofit 
periodical preferred rate will disappear. On behalf of local charities, 
hospitals, churches, educators, arts organizations, nonprofit publications 
and a host of others, I urge swift action on this issue. 

In November of last year, I contacted Chairman Edward Gleiman, 
Chairman of the PRC, and requested that he review and analyze postal 
service volume forecast data relative to the decline in first-class mail 
volume. You will recall that this subject was the discussion at a 
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Subcommittee general oversight hearing held on October 21,1 999. 
Chairman Gleiman responded to my letter which I would like to make 
part of today’s hearing. 

Last month, the United States Postal Service Commission on a 
Safe and Secure Workplace, chaired by Joseph A. Califano, Jr. released 
the results of a 2 year study requested by PMG Henderson. The PMG 
charged the Commission to "detail concrete steps which the postal 
service can take to make its 38,000 post offices the safest possible 
environment for its employees." An important conclusion from the 
report is that "going postal" is a myth. 

Mr. Chairman, before I close, I would like to take this opportunity 
to thank the IG for her prompt work on a minority advertising issue I 
requested her office to look into in June of this year. I intend to explore 
this matter further. You are also to be commended for your hard work 
on the revenue assurance program. 

I would be remiss if I did not acknowledge Chairman McHugh and 
Subcommittee staff work and direction on the nonprofit rate issue and 
the revenue assurance matter. As always, we thank you for your 
diligence and interest. I look forward to working with you on these 
issues. 
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A new and very important matter which is of major interest to this 
subcommittee is the recent revelation that the postal service and FedEx 
are discussing a strategic alliance. Although discussions with FedEx and 
others have been underway for a number of years, to date nothing formal 
has been agreed to or presented to the Congress. As the Ranking 
member of this subcommittee, I welcome the opportunity to review, 
comment upon, and hold for public hearing, any such plan. It should 
come as no surprise or secret that a number of federal agencies - such as 
the Department of Justice and Customs - would be very interested in 
seeing the details. We are all quite interested in this new development 
and I encourage PMG Henderson to keep us informed and in the loop. 

With that, I welcome our distinguished presenters and look 
forward to your testimony. Thank you. 
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Honorable Edward J. Gleiman, Chairman 
Postal Rate Commission 
1 333 H Street, NW, Suite 300 
Washington, DC 20268-0001 

Dear Chairman Gleiman: 

On October 21, 1999, the Subcommittee on the Postal Service held a general oversight hearing on 
the United States Postal Service. At issue were projections by the Postal Service that competition will lead 
to substantial declines in First-Class mail volume in the next decade. 

Specifically, the Postal Service provided the General Accounting Office (GAO) with a volume 
forecast scenario that first class mail will decline at an average annual rate of 2.5% in fiscal years 2003 to 
2008. The projection is based on the assumption Oiat diversion of mail to electronic communications 
alternatives will accelerate creating a vastly different environment in which the postal service would 
operate. According to Postmaster General William Henderson, such an unprecedented decline in mail 
volume would place $17 billion of postal revenue at risk. Such a drastic forecast could impact the 
operation of post offices across the country and see postage rates increase by 1 7 cents over the current 33 
cent rate. 

The GAO, while predicting that the “postal service may be nearing the end of an era,” admitted 
that it has not analyzed or verified the postal service data on which the forecast was based. 

Given the enormity of this matter and the longstanding problems associated with the reliability of 
postal service data, I would appreciate if your office would review and analyze the Postal Service volume 
forecast data and the assumptions upon which it is based . Your evaluation would be most helpful in 
determining an accurate projection of future first-class mail volume and postal revenue. 



Ranking Minority Member 
Subcommittee on the Postal Service 



POSTAL RATE COMMISSION 
Washington, DC 20268-0001 


Office of the Chairman 


January 10, 2000 


The Honorable Chaka Fattah 

1205 Longworth House Office Building 

Washington, DC 20515-3802 

Dear Congressman Fattah: 


I am writing in response to your letter which asked my office to review and 
analyze a forecast presented by the General Accounting Office and related 
implications discussed at the October 21,1999, oversight hearing held by the 
Subcommittee on the Postal Service, 


The forecast in question, which was based on information provided by the 
Postal Service, projected an annual decline in First Class mail volume of 2.5 
percent from 2003 through 2008, due largely to the diversion of transactional 
mail, i.e., bill presentment and payment mail, to electronic alternatives. 
Subsequent discussions during the hearing included assertions that a volume 
decline of this magnitude could place $17 billion of Postal Service revenue at risk 
and result in a 17 cent increase in the price of a First Class stamp. 

Your request raises a number of complex theoretical and technical issues. 
First and foremost is whether the numbers presented by the General Accounting 
Office represent the product of an established and tested forecasting model or 
simply reflect a scenario that provides a desired result. Another important issue 
is whether one can draw reasonable conclusions regarding the impact of 
changes in First Class volumes when those projections are presented in a 
vacuum. This in turn raises questions concerning the use of "revenue at risk” in 
projecting the impact of any downturn in volume and how the timing of future rate 
increases might mitigate the overall increase required to offset a decline in 
volume. 


1 333 H Street NW • Suite 300 • (202) 789-6805 • www.prc.gov 
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With respect to the “forecasf of an annual increase in First Class volume 
of 1 .8 percent through 2002, followed by an annual 2.5 percent decrease In 
years 2003 through 2008, 1 am not aware of any Postal Service model upon 
which these projections may be based. This is not to suggest, however, that the 
USPS numbers presented by the GAO represent an unreasonable scenario. 

Indeed, in its study entitled Mail-Intensive Industries to 2010: Rethinking 
Communications , the Institute for the Future projects an average annual decline 
of 1 .2 percent in financial services letter mail statements and a 1 .6 percent 
decline in utilities and telecommunications letter mail statements in North 
America. [Table 8-17 at page 103] However, apropos the wisdom of drawing 
rate implication conclusions from a scenario involving just one type of mail, the 
Institute’s summary growth forecast for six consumer-oriented industries notes 
that there will be a substantial increase in letter mail associated with advertising 
and catalogues. [At page 102] Moreover, the study projects a significant 
increase in goods delivered to couriers and surmises that the posts have an 
opportunity to play a role, i.e., realize additional volumes, in this growth area. [At 
page 46] Such an increase would offset or, at the very least, mitigate the impact 
on First Class rates of declining transactional mail volumes. 

Also relevant in evaluating whether the volume projections presented at 
the hearing should be accorded great weight is the output of the Service's 
Leaislalive Reform Simulation Model . The volume assumptions for First Class 
mail used in this PrioeWaterhouseCoopers-developed model show a generally 
less precipitous, non-linear decline beginning one year earlier and totaling a 
several percent less cumulative decline than the numbers presented at the 
hearing. As is the case with the Institute's study, this model assumes a 
significant increase in overall volume for the same period. 

Turning now to the practical implications of declining First Class mail 
volume as presented at the hearing. 

The Commission's technical staff has performed analyses that consider 
possible effects on First Class letter mail rates resulting from the projected 
volume decreases. It is an issue that necessarily entails numerous assumptions 
and considerations. Even under the most dire “worst case” scenario, however, a 
17 cent increase in First Class postage substantially overstates the rate increase 
required to cope with the impact of volume diversion based on the volume 
forecast provided by the Postal Service to GAO, In fact, the 17-cent figure is 
approximately twice the increase in the First Class rate that would occur at the 
end of the forecast period under a worst case outlook. Moreover, this worst case 
scenario is unrealistic and overstates the impact, as explained below. It is 
included for completeness. 
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The Commission analyses utilize Firet Class revenue and attributable cost 
data from the test year, FY 1998, used in the most recent rate case, Docket No. 
R97-1 . Therefore, they use constant FY 1 998 dollars as forecast for that year.in 
the Commission’s decision. 

These analyses focus on the period FY 2003 - FY 2008, the years of 
projected volume decline, and estimates what the First Class rate would be in 
the last year (2008) of the forecast period. Thus, it ignores the effects of volume 
increases in the period 1 999-2002, which in reality would serve to mitigate rate 
increases required in the period 2003-2008. The analyses also freeze the First 
Class institutional cost contribution at a projected 2002 amount, the last year of 
projected volume grovrth, and assume that the annual First Class contribution 
amount needed in succeeding years remains at the 2002 level. 

For the period 2003-2008, the Commission staff study varied the length of 
the rate cycle and the timing of the rate change within a rate cycle. The First 
Class rate required in 2008 is directly related to these variables, and it is 
particularly sensitive to the timing of the rate change within a cycle. The study’s 
results are presented in Tables 1 and 2 of this response. 

Table 1 shows projected results for First Class letter mail, assuming no 
rate increase in the period 1999-2008. It uses 2002, the last year of volume 
increases, as the jump-off point. Column (9) shows that the annual year-to-year 
amount of lost contribution is $377 million In 2003 and decreases to $332 million 
in 2008. Column (10) indicates that the amount of annual contribution in 2008 is 
$2,124 million less than it was in 2002, before the Postal Senrice-forecast 
volume decreases occur. Column (12) shows that the cumulative loss in 
contribution for the period 2003-2008 is $7,590 million. This is the amount of lost 
contribution that has to be recovered by rate increases in the period 2003-2008, 

Table 2 presents the results of recovering the lost contribution assuming 
different rate cycle lengths and different timing of rate changes within a cycle. 
There are numerous combinations of cycle length and implementation of timing 
within a cycle, and the analyses presented are not exhaustive. The scenarios 
shown were selected because they include the lower and upper bounds, as well 
as more realistic examples between the extremes, in terms of rate cycle length 
and rate change implementation within a cyde. 

Scenario 1 assumes a one-year rate cj'cle. If First Class rates are 
changed annually, those rates would have to rise by about 0,4 cents per year. 
The rate at the end of the period, 2008, would be about 2,41 cents higher than 
the rate in 2002. This and other scenarios shown obviously represent theoretical 
exercises, since the First Class rate has traditionally been set in one cent 
increments; however, these scenarios provide insight into the magnitude of 
required rate changes to compensate for First Class volume declines. 
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The second case shown, Scenario 2, assumes a two-year rate cycle with 
rate changes occurring in the second year of the two-year cycle. The First Class 
rate required at the end of the 2003-2008 period is 2.82 cents above the 2002 
level, and less than one-haif cent above that required in Scenario 1 , This 
scenario illustrates a result that becomes more pronounced in subsequent 
scenarios: a rate increase in the final year of the first multiple year rate cycle sets 
in place a rate for the next rate cycle that is higher than necessary for that cycle. 
This produces the erratic sequence of oscillating rate increases shown in 
Scenario 2, where increases for 2004, 2006, and 2008, are 1.15 cents, 0.43 
cents, and 1 .25 cents, respectively. If extended two more years (2010) under 
the same set of assumptions, the increase would again be less than that shown 
for 2008. 

Scenarios 3 and 4 incorporate a three-year rate cycle, and Scenario 3 
highlights the phenomenon displayed in Scenario 2. An increase in the final year 
of the three year rate cycle is assumed in Scenario 3 and would produce an 
actual rate decrease in the final year of the second rate cycle (2008). This is a 
result of the same effect discussed in connection with Scenario 2, where rate 
increases in the final year of the first cycle set the rate so high that in the next 
cycle lesser increases, or even decreases, occur. On the other hand, Scenario 4 
assumes that rate changes occur in the middle of the cycle, in effect a three-year 
test period, and this results In an orderly series of rate changes (1.15 cents and 
1 ,25 cents). In the final year of the second cycle the rate would be 2.40 cants 
above the 2002 rate. The 2008 rate in Scenario 4 is virtually the same as that 
produced by Scenario 1, which assumed rate increases each year. Scenario 4 
corresponds to historical patterns, or at least popular perceptions of historical 
patterns: it incorporates a three year cycle, where the rate set is presumably high 
in the first year, about right in the second year, and a little low in the third year of 
the rate cycle. 

Scenario 5 is an extreme case assuming one rate cycle and a rate change 
in the final year of the six-year cycle, i.e., no rate changes for years 2003-2007 
and a change in 2008. Under Ihis scenario the rate increase in 2008 would be 
8.60 cents. The increase is so high because it makes up all the lost contribution 
from the previous five years in one year. It should be noted that in the past, 
when substantial shortens left the Postal Service with a significant deficit, that 
deficit has been recovered gradually, rather than in a single large rate increase. 
And as discussed above, previous scenarios have shown that catch up 
increases in the last year of rate cycles leave the rate too high for the next cycle. 
This scenario produces an artificially high rate in the last year, 2008, and 
appears unreasonable. 
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To sum up the study's findings, a rate about 2.4 cents higher than the 
2002 rate appears necessary to compensate for the First Class contribution lost 
as a result of volume divetsion in the period FY 2003-2008. This assumes that 
an orderly series of rate changes, each year or every three years, is desirable. 

The highest rate in the final year of the period under study occurs only if 
rate changes are deferred and “catch up” of lost institutional contribution is made 
all in one year. However, this results in a rate too high, probably much too high, 
for subsequent years. Moreover, this scenario appears to be economically 
unsound and politically unacceptable. In any event, the rate in 2008 would be 
8.6 cents above the 2002 level, a large increase, but still far below the postulated 
1 7-cent increase that inspired this study. 

The assumptions underlying this study are presented in table 3. In 
addition to those noted in the above narrative, it is important to highlight two 
other assumptions. First, it is assumed that lost First Class contribution is 
recovered from First Class mailers by increasing First Class rates. Other mail 
classes are not considered subject to future diversion, are expected to grow, and 
could possibly help make up the lost First Class contribution. The second 
assumption involves variable costs, which constitute about two-thirds of Postal 
Service costs. The study uses the same methodology used in rate cases which 
assumes that variable costs increase and decrease proportionally with volume. 

If the Service finds that it is unable to shed variable costs when volume 
decreases, rates would have to be higher. However, forecasted volume does 
not start declining untii 2003, and the long lead time should give the Postal 
Service sufficient notice that fundamental change may be coming. 

Please let me know if I can be of further assistance on this or other 
matters. 


Sincerely, 



Enclosures 
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First-Class unit revenue and cost for FY8S, from PRC R97-1 Opinion, remain 
constant for the period 1999-2008. 

First-Class variable costs and revenues change in proportion to volume. 

Annual target institutional contribution for the period 2003-08 is based on 
projected contribution for 2002 of $15,069 million. 

There is no shift of First-Class overhead burden to other subclasses. 

Price elasticity effects are not considered. 

Rates are set to recover target institutional contributions for each rate cycle 
($15,069 miilion/yearfor 1, 2, 3, or6 years). 
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Mr. McHugh. I thank the gentleman for his kind comments and 
the feelings are mutual. 

We do have a request from two nonsubcommittee members, com- 
mittee members who would like in; and the procedure we have fol- 
lowed in the past is to allow those folks, without objection, to have 
an opportunity to pose questions after the subcommittee members 
do. So we have Mr. Tierney from Massachusetts, and Mrs. Biggert 
has also suggested that she would wish to drop by. 

So I would ask that, as we have in the past, those two full com- 
mittee members be extended that courtesy after the presentations 
of our witnesses and the questioning by the regular members. 

Without objection, so ordered. 

With that, and all the niceties out of the way, let’s kick some 
butt here. If you want to please rise, we will administer the oath. 

[Witnesses sworn.] 

Mr. McHugh. The record will show that all of the witnesses re- 
sponded to the oath in the affirmative. 

With that, as is our custom, I am happy to yield to the Post- 
master General of the United States, Mr. William Henderson, for 
his testimony. Thank you for being with us. 

STATEMENT OF WILLIAM J. HENDERSON, POSTMASTER GEN- 
ERAL AND CHIEF EXECUTIVE OFFICER, U.S. POSTAL SERV- 
ICE 

Mr. Henderson. Thank you, Mr. Chairman. I won’t read my tes- 
timony to you. I will ask that it be introduced for the record. 

But I would like to say that I appreciate your leadership. I think 
you have started a dialog on reform. Whether it is concluded this 
year or not, I think you will be credited with the vision that could 
have saved the Postal Service if it doesn’t wait until a crisis occurs. 

I agree with your assessment that these are troubling times. Af- 
fordability becomes more and more difficult as revenues soften, and 
affordability is the cornerstone of the Postal Service. Growth, just 
in this accounting period alone, which at the conclusion of the fiscal 
year was flat — there is no growth over last year. We estimate that 
we will miss the revenue plan by as much as $790 million under 
plan in revenue this fiscal year. 

We are having to adjust our plans for the next fiscal year be- 
cause of this softening in growth. 

So the problem exists today, and the solutions of raising prices 
are just killing off the market. So we have to figure out something 
else to do, and that something else, I believe, starts with postal re- 
form. 

So I appreciate your leadership in that and I look forward to 
working with you as this Congress winds down. 

[The prepared statement of Mr. Henderson follows:] 
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statement of 
William J. Henderson 

Postmaster General and Chief Executive Officer 
United States Postal Service 
before the 

Subcommittee on the Postal Service, 

Committee on Government Reform, U.S. House of Representatives 
September 19, 2000 

It is a pleasure to be here. As always, I appreciate the opportunity to speak 
with the subcommittee about the performance, progress and prospects of the 
nation’s mail system. I would like to begin today Mr. Chairman by thanking you for 
your leadership, vision, and plain old-fashioned hard work as head of the Postal 
Service subcommittee. 

I am very much aware that at the conclusion of this Congress you may be 
moving on to new challenges and responsibilities in the next Congress. I wish you 
well, but I will be sorry to see you go. The Postal Service is at a critical point in its 
history. Few people understand this better than you. And no one has done more to 
try to ensure the future of this institution than you. 

The world has changed dramatically since Postal Reorganization in 1970. 
Traditional competition is much more fierce. Technology has created alternatives to 
the Postal Service that are extremely challenging. And, leading foreign posts have 
been empowered by progressive governments that realize a contemporary postal 
model is needed for the fast-paced, rapidly evolving communications environment of 
the 21®* century. 

Over the past six years, this subcommittee, under your leadership, has 
completed the most thorough review of postal operations that could be imagined. 
Every conceivable postal constituency has presented its views. American 
consumers. Postal competitors. Major mailers. Foreign posts. Industry 
representatives. Postal employees. Experts from academia. Economists. 

Business professionals. Public administrators. In other words, every stakeholder 
has had a say. 

In the end, you amassed a body of knowledge that resulted in a measured 
and balanced blueprint for reform - HR 22 - which would modernize the Postal 
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Service mandate and help to guarantee the continued viability of universal postal 
service and fair competition for all. It is a good bill that would benefit America, and 
the Postal Service supports its passage. However, with each passing day, the 
prospect of that occurring diminishes and the prospects for reform become more 
uncertain. 

What is certain is that the need for reform wili continue to grow. The 
technological, global, and commercial trends you have documented will not end with 
this Congress. A day wili come when postal modernization will become reality for 
our nation as it has around the world. And it is equally certain that when reform 
comes, it will be built on the foundation that you and this subcommittee have so 
painstakingly constructed. 

It is clear that the special interests and a lack of crisis have made the task of 
postal reform a tough one. So too has the excellent performance and resilience of 
the American postal system. It is understandable that some might think the United 
States Postal Service is immune to the changes that are sweeping through our 
industry. 

A recent study by the International Communications Research group found 
that the American people continue to find great value in the mail. The study 
revealed that 42 percent of Americans strongly look forward to reading their daily 
mail. This was higher than the percentages recorded for personal phone calls, the 
dally newspaper, e-mall, and even television. 

The study also showed that 66 percent of people believe that mail is the most 
private and secure form of communication. Eighty-seven percent say that it is 
more secure than e-mail. By a huge majority, Americans prefer that their 
confidential documents and personal messages come through the postal service 
and not the Internet. It Is not even close. 

These findings are a testament to the enduring strength and unique power of 
the mail. This is exemplified in what we call the mail moment. People look forward 
to the mail and when it arrives they give it their undivided attention. It is this 
anticipation and intense focus combined with the personal, portable, permanent 
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characteristics of hard copy that have kept the mail an important part of the 
American economy and the American lifestyle as we enter the 21®' century. 

The other part of the story is the high quality mail system that connects every 
home, farm, factory, business and institution into a universal delivery network. The 
Postal Service is the gateway to the American household. No other organization in 
America has the reach of the Postal Service. No other organization makes the 
house calls we do. No other organization handles the delivery volume we do. 

Postal employees deserve a great deal of credit for making the whole thing 
work. Their dedication and professionalism are reflected in the record service and 
financial performances that we have recorded over the past five years. They are 
also acutely aware that our present position is extremely fragile, and that the future 
will be difficult. We are now in negotiations with three of our major unions. We 
regard this as an important opportunity to explore new and better ways to secure the 
future for them and for America’s citizens. We realize that a motivated and properly 
aligned work force is our greatest strength. We will continue to facilitate their 
success. 

It is also true that the Postal Service has some of the best business partners 
to be found anywhere. The American mail industry is the world’s gold standard. 

The Postal Service could not have achieved the success it has had if it had not been 
for the considerable investments of time and capital made by America’s professional 
mailers. I have just come from meeting with thousands of these mailers at the 
National Postal Forum in Anaheim, California, and i can tell you that their 
enthusiasm, expertise, and involvement is second to none. 

Taken together, these factors explain why the American mail industry 
continues to perform at a high level despite its constraints. When combined with 
the dynamic, record-breaking American economy, they explain why the United 
States Postal Service delivers more than 40 percent of the world’s mail with an 
unsurpassed combination of low price and quality service. Clearly, we have 
created and sustained the world's greatest mail market. 

Given all of this, it might be expected that the Postal Service would be in a 
very secure position, particularly in light of the recent favorable business climate of 
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low inflation, high employment, and the longest economic expansion in American 
experience. Historically, these factors have delivered healthy increases in mail 
volume. 

In addition, we have made a concerted effort to promote growth by 
increasing the value of the mail, introducing new services, and strengthening 
customer outreach. System improvements have lifted service to historically high 
levels, while the real price of postage has declined over the past six years, thanks to 
consecutive rate increases well below the rate of inflation. 

Customer choice has increased. We have launched new services like 
delivery confirmation, signature capture, on-demand pick-up, and customized 
packaging. Innovative partnerships and alliances have allowed us to expand 
customer access and provide new, cost-effective mailing solutions like parcel select 
and Priority Mail Global Guaranteed. This is particularly important in the 
international arena and the domestic parcel market, where we have significant 
handicaps compared to foreign posts and commercial competitors. 

Partnerships have also been critical, as we have responded to customer 
demand for eBusiness services. Last year, such partnerships enabled Americans to 
obtain postage over the Internet. This year, they’ve led to the introduction of 
Internet bill payment and message certification, as well as hybrid hard copy products 
for international and domestic needs. 

The Internet has also quickly become an important business ohannel for 
many customers. Tens of millions of customers now rely on the Internet for ordering 
stamps, confirming important package delivery, and accessing ZIP Codes and other 
mailing information. Major mailers use the Internet and other electronic systems to 
schedule their mail shipments and verify the quality of service they are receiving. 
Progress also continues on the information platform, which will enable even greater 
customer access, assurance, choice and value. 

In theory, we should be on top of the world. In reality, we are facing a world 
of competition. This includes new inroads from traditional competitors, a slew of 
start-up delivery firms associated with the Internet, liberalized foreign posts that 
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have opened offices in the United States and purchased American subsidiaries, and 
the accelerating growth of electronic alternatives to the mail. 

Even with the strong economy, superior performance, and a revitalized focus 
on sales, we have experienced less growth than we ordinarily would expect. As a 
result, our success in meeting financial goals over the past few years has stemmed 
from relentless cost cutting. We have done this expertly and judiciously by 
reworking our processes, incorporating new technology, and cutting back wherever 
we could. This has included the deferment of beneficial improvements that we 
simply cannot afford under current circumstances. 

This past year has been extremely challenging. Revenue growth is less than 
forecasted, perhaps as much as $800 million, while soaring fuel and workers 
compensation costs have added $500 million to our costs. In spite of that we have 
reduced our workhours to levels below last year and increased productivity resulting 
in savings of over $1 billion. Looking down the road, increased labor costs and 
rising inflation indicate that the financial challenges will continue. 

The Postal Service has adopted three strategies to deal with these very 
tough competitive realities. Our first priority remains cost control, which is directly 
related to the affordability of the mail. This year, we have embarked on a multi-year 
Breakthrough Productivity Initiative that is designed to continue to take billions of 
dollars out of our cost structure. In the areas of transportation, purchasing, ■ 
administration, and operations, we are reengineering work processes and employing 
technology to achieve savings and lower workforce needs. 

We are committed to maintaining high customer service levels and minimizing 
disruption for employees as we go about this process. 

Our second strategy is to increase revenues by helping our industry grow. 

As I have indicated, this is no easy job. Every product line faces competitive 
pressure, First-Class Mail is growing more slowly. For example, a recent report by 
the American Bankers Association shows that banks have reduced their mailings by 
18 percent since 1996, which does not include their use of electronic banking. And, 
there are 30 percent fewer banks than there were 10 years ago. Moreover, the 



28 


6 

Postal Service remains vulnerable to electronic bill presentment and payment. We 
cannot be certain of the timing and extent of this diversion. 

Many of our costs are not volume variable, and costs associated with 
universal service will continue to rise as the American population increases. Each 
delivery day we add 5,600 deliveries, which amounts to 1 .7 million deliveries per 
year, roughly equivalent to the number of deliveries in the City of Chicago. 

Sustained volume declines coupled with yearly delivery cost increases will require a 
major adjustment in the way we do business. As a result, we must act now to deal 
with growing cost pressures and a shrinking revenue base. 

Our third strategy is the pursuit of legislative reform. I am convinced that 
partisan interests will not be allowed to shut our window of opportunity. A new mandate 
will be achieved so that America will retain its leadership among foreign posts, and we 
will preserve a healthy, universal postal system that touches every American, helps 
bridge our vast distances and differences, and binds our nation together. That is my 
belief. I know that it is your vision. We are committed to seeing it come to fruition. 

Mr. Chairman, reform may not come on your watch. Such are the political 
realities of this complex issue. But I think it is safe to say that reform wiil arrive sooner 
and it will be more effective because of the groundwork of this subcommittee and your 
leadership. For that, we owe you a debt of gratitude. 

Thank you, Mr, Chairman that concludes my statement. 

# # # 
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Mr. McHugh. Thank you very much, Bill. I appreciate your brev- 
ity. That will give us more time for discussion afterwards. 

We move to the Inspector General, Ms. Corcoran. 

STATEMENT OF KARLA W. CORCORAN, INSPECTOR GENERAL, 

U.S. POSTAL SERVICE, ACCOMPANIED BY COLLEEN 

McANTEE, ACTING ASSISTANT INSPECTOR GENERAL FOR 

AUDIT 

Ms. Corcoran. Good afternoon. Chairman McHugh and mem- 
bers of the subcommittee. I appreciate this opportunity to discuss 
the accomplishments of the Office of Inspector General. Joining me 
today is Colleen McAntee, the Acting Assistant Inspector General 
for Audit. With your permission, I would like to submit my long 
statement for the record. 

Mr. McHugh. Long. It was complete. I read it. 

Without objection, so ordered. 

Ms. Corcoran. The Postal Service is challenged now more than 
ever to maintain its reputation for reliability. Although it faced 
challenges this year, the Postal Service also had many notable 
achievements, such as the Year 2000 Initiative. My office has iden- 
tified over one quarter of a billion dollars in savings this year. In 
addition, our investigations have yielded 26 arrests, 11 indict- 
ments, 3 convictions, approximately $10 million in recoveries, and 
35 contractor suspensions and debarments. 

My testimony today will highlight work we have done over the 
past year to help the Postal Service meet what we believe to be its 
major challenges. We have examined relocation benefits paid to 
postal executives. Our first audit questioned whether the moves 
were in the best interests of the Postal Service. 

Our second review questioned why the amount of miscellaneous 
expenses paid to executives was up to five times higher than those 
paid by comparable private companies. 

In both reviews we questioned whether these relocation pay- 
ments were used to augment the statutory pay cap. 

We reviewed the external first-class mail measurement system. 
We found customers were not fully informed that on-time delivery 
scores did not measure postal-wide performance. 

We investigated a major telecommunications contractor. Our in- 
vestigation resulted in the Postal Service recovering $12.2 million 
in mischarges and avoiding up to $96 million in additional costs 
over the remaining life of the contract. We also identified $36 mil- 
lion in questioned contract costs with the assistance of a contract 
audit agency. 

In a joint investigation, we found two postal managers were able 
to defraud the Postal Service of $3.2 million. 

We reviewed the budget formulation process and found that it 
was difficult for the Postal Service to manage its program costs be- 
cause accounting records only reflect expenses after they are paid 
at the program level. 

Now I would like to turn to the important issue of labor-manage- 
ment relations. We were pleased that the Califano study referenced 
much of our work. We have continued the work that we discussed 
with you last year concerning postal implementation of the violence 
prevention and response programs by looking at the program in 26 
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district offices. In the area of workplace safety, we issued our first 
video report, which allowed postal management and the Governors 
to see firsthand the conditions of the facility. 

Enhancing whistleblower protections within the Postal Service 
has heen of interest to you, Mr. Chairman. The Postmaster General 
recently agreed with me that the protections provided by the Whis- 
tleblower Protection Act should be adopted in the Postal Service as 
a matter of policy. 

In the area of technology, we salute the Postal Service’s efforts 
to automate its processes. We believe this is a direction the Postal 
Service needs to go in the 21st century. Our reviews have been di- 
rected toward assuring that postal management has accurate and 
reliable information to base their decisions on technology invest- 
ments. While the benefits of technology are enormous, proper com- 
puter security safeguards are extremely important. 

In recent e-commerce testimony, we cautioned that the Postal 
Service needs to address lessons learned from more traditional pro- 
grams, such as contracting, which could also affect the e-commerce 
area. We are working with the Postal Service to ensure that the 
GIG has appropriate access to information while recognizing the 
need for confidentiality. 

As you know, our enabling legislation requires us to conduct 
oversight of the Inspection Service. One of the initiatives success- 
fully completed this year was the revised designation of functions 
that generally provides that OIG will perform all audits and pro- 
curement fraud investigations within the Postal Service. 

Now I would like to update the subcommittee on my office’s 
progress. 

We have worked to educate postal managers and other stake- 
holders about our mission and the importance of our independence 
in carrying out that mission. Therefore, we reacted quickly when 
changes were proposed by the General Accounting Office that chal- 
lenged our independence. We voiced our concerns, and I am pleased 
to report that the Comptroller General recently advised me our of- 
fice would continue to be viewed as organizationally independent. 

Mr. Chairman, we are extremely proud of the diverse talent, 
skills and professional experience of our staff. Of the 660 individ- 
uals on board as of today, 50 percent are women and 48 percent 
are minority. 

Mr. Chairman and Mr. Fattah, I would like to thank you for your 
support in establishing this office. I would also like to thank you 
and the Governors for recognizing the continued benefits of our 
work. The approval of our fiscal year 2001 budget will help in- 
crease our visibility to Postal Service stakeholders. 

In closing, I would like to thank you for this opportunity to tes- 
tify before the subcommittee. We will continue to assist the Postal 
Service, the Governors, and Congress by providing accurate infor- 
mation to help you make important decisions. 

This concludes my statement. 

Mr. McHugh. Thank you very much, Mrs. Corcoran. We appre- 
ciate it and appreciate all your work as well. 

[The prepared statement of Ms. Corcoran follows:] 
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statement of 

Karla W. Corcoran, Inspector General 
United States Postal Service 
Before the 

Subcommittee on the Postal Service 
House Committee on Government Reform 
September 19, 2000 


I. INTRODUCTION 

Chairman McHugh, Representative Fattah, and Members of the Subcommittee, I 
appreciate this opportunity to discuss the accomplishments of the Office of 
Inspector General and our contributions to the United States Postal Service 
during the past year. Joining me today is Colleen McAntee, Acting Assistant 
Inspector General for Audit. With your permission, I would like to submit my full 
statement for the record. 

Mr. Chairman, I am proud to report that Congress’ decision to establish an 
independent Office of Inspector General four years ago has resulted in a more 
effective Postal Service today — one that is much better prepared to succeed in 
the face of unprecedented competition. The Postal Service has worked for over 
two centuries to establish its trustworthy, reliable reputation, and it is challenged 
now more than ever to maintain that reputation while rapidly deploying new 
products and services to counteract decreases in First-Class Mail revenue and 
unexpected cost increases. 

Although it faced unprecedented obstacles this year, the Postal Service also had 
many notable accomplishments. Its Year 2000 initiative resulted in a smooth 
transition to the 21®‘ century — proof that it is capable of successfully overcoming 
technological hurdles. It expanded its traditional services to include a number of 
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new products and services that meet its customer’s changing needs. The Postal 
Service successfully delivered 120 million pieces of misaddressed Census mail. 

It cut billions of dollars in operating costs. Fortune magazine named the Postal 
Service one of the top employers for minorities. And, perhaps most importantly, 
its service performance was outstanding— a poll shows that 9 out of 10 
customers give the Postal Service high marks. 

Our office has worked to help ensure that the Postal Service meets the 
challenges of the new electronic era, while at the same time maintaining the 
reputation that has made it an integral part of Americans' daily lives. Our reports 
and investigations have: 

• Highlighted postal processes and systems in need of improvements. 

• Uncovered illegal activities that affect postal operations. 

• Identified ways to save costs and increase revenues. 

• Helped bring to light issues that affected the workplace environment and thus, 
improved morale of the Postal Service's most crucial asset— its employees. 

The tremendous progress we have made in our infrastructure this past year has 
allowed us to identify potential savings resulting in a projected return on 
investment of approximately four to one for this year. In addition, our staff has 
grown from approximately 400 to 660 employees, and we have established five 
additional offices around the country. This has allowed us to increase our 
visibility with stakeholders; extend our coverage of postal operations; and better 
provide Congress, the Governors, and postal management with independent and 
objective analyses. 

Since our inception in 1997, we have issued over 500 products, with 
recommendations that could potentially yield monetary benefits of $1 .4 billion, 
$260 million of this was identified in fiscal year (FY) 2000, In addition, since our 
inception, our investigations have yielded 42 arrests, 13 indictments, and 
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1 1 convictions; $13 million in recoveries; 36 contractor suspensions and 
debarments; and approximately $160,000 in fines and restitution. 

My testimony will focus on the work this office has conducted to address the 
areas we believe are the Postal Service’s major management challenges, our 
oversight of the Inspection Service, and our progress in establishing this office 
since my last testimony. 

II. MAJOR MANAGEMENT CHALLENGES FACING THE POSTAL 
SERVICE 

In order to help focus our resources, we with the aid of Postal Service 
management and stakeholders identified the top ten major management 
challenges facing the Postal Service. These challenges have been revised each 
year to address changes facing the Postal Service. Addressing these challenges 
have been key in planning the work for this office. Today, I would like to discuss 
these challenges, which have been condensed into the following four major 
issues: 

• Growing revenues and competing in a rapidly changing market, 

• Maintaining affordability by controlling costs. 

• Improving the workplace climate and labor relations. 

• Leveraging technology to enhance productivity. 

The following sections discuss each of these challenges and the work that we 
have conducted over the past year. The work discussed in this testimony does 
not include Postal Service management comments or actions planned or taken. 
While we have been generally pleased with management's response to our 
reports, some of the work included in this statement contains outstanding 
disagreements. We plan to address outstanding disagreements during the audit 
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resolution process. In addition, we would be pleased to provide you with a copy 
of our FY 2001 performance plan upon completion. 


A. Growing Revenues and Competing in a Rapidly Changing Market 

Postmaster General Henderson reported that increasing competition from 
electronic commerce and other competitors has slowed the growth of postal 
revenue and is expected to have a continuing impact on the Postal Service’s 
financial viability. Electronic commerce threatens to reduce First-Class Mail, 
putting at risk as much as $33 billion over the next nine years. In addition, 
foreign postal services have recently set up offices in the United States, 
siphoning away millions of dollars in outbound international mail. Consequently, 
the Postal Service is being challenged to find new revenue sources at the same 
time the Postal Service is being challenged to fulfill its core mission of delivering 
mail timely and improving customer service. 

To assist the Postal Service with this challenge, we are assessing how the Postal 
Service maintains public trust, enhances core business processes to improve 
customer service, and develops new products and services to grow revenue. 

Public Trust . The Postal Service values the public’s trust it has established over 
the years, and therefore must assure that it operates in a manner that will 
maintain this trust and avoid negative public perceptions. Financial integrity and 
the integrity of Postal Service officials, systems, and the ratemaking process all 
impact this public trust, directly affecting the Postal Service’s ability to keep and 
attract customerB. We will highlight a number of reviews conducted in this area. 

• Mr. Chairman, at your and the Governors’ request, we conducted an audit 
examining relocation benefits paid to Postal Service executives. Our audit 
disclosed the Postal Service paid approximately $250,000 in relocation 
expenses to two senior Postal Service executives who moved about 20 miles, 
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with no change of duty station, and without sufficient documentation 
explaining why the payments were in the best interest of the Postal Service, 
in our report, we questioned whether relocation benefits had been used in 
these instances to augment the salary of these executives above the statutory , 
pay cap. As a result of our report, the Board of Governors adopted a 
resolution requiring their approval of each component of compensation and 
benefits for postal executives, including relocation benefits. The resolution 
also stated that the Board shall, as appropriate, establish standards for 
deviation from the benefits program. 

• Based on concerns raised in our first review, we conducted a subsequent 
audit, which disclosed the Postal Service paid its executives miscellaneous 
relocation expenses of $1 0,000 or $25,000 without requiring proof of 
expenses incurred. Through benchmarking, we found the amount paid to 
Postal Service executives was up to five times higher than those paid by 
comparable private companies. Again, we questioned whether these 
miscellaneous relocation payments were used to augment the statutory pay 
cap. 

We are currently reviewing other Postal Service relocation benefits, including 
equity loss payments, shared equity appreciation, and incentive packages. 

We will report our overall assessment of the Postal Service’s relocation 
benefits at the conclusion of our work. 

• Our efforts to support the annual financial audit of the Postal Service are 
significant. The Postal Service would rank in the top 10 of the Fortune 

500 companies based on its revenues. Because of the size and complexity of 
postal operations, we have teams strategically located at three accounting 
service centers and headquarters to validate the accuracy and reliability of 
the financial information maintained in postal systems. As part of this 
process, we also review the controls over software and data security to 
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ensure the confidentiality and integrity of-the data maintained on these 
systems. Although our FY 2000 financial work is not complete, we have 
identified instances of overpayments, v/eaknesses in internal controls, and 
security issues in the data processing systems. 

• In our review of chauffeur driven vehicles, we found that some Postal Service 
executives improperly used postal vehicles and chauffeurs. The misuses 
were allowed to continue over an extended period of time because controls 
over vehicle use, such as daily logs, were either inadequate or nonexistent. 
Because the issues identified are potential violations of federal law, we 
believe stronger controls should be implemented to minimize the risk that 
vehicles could be misused, and to more easily identity misuse if it occurs. 

• At your request, we reviewed the Postal Service’s revenue assurance 
process. Our review disclosed that revenue deficiency assessments were not 
timely, mailers did not receive advance notice of deficiencies, and 
deficiencies assessed were sometimes due to incorrect information given by 
Postal Service personnel to mailers. 

• We also conducted a review of the Postal Service's Economic Value Added 
Variable Pay Program.’ Our review, which was based on Postal Service 
projections as of March 24, 2000, disclosed that the program payments have 
increased annually from 16 percent of net income in FY 1 996 to an estimated 
325 percent of projected net income in FY 2000. Postal Service management 
defends the program because they believe it forces productivity improvement. 
According to Postal Service management, productivity is at its highest level 
since 1992, which they use as an indicator that the program has produced the 
intended results. However, at a period of time in which the Postal Service 
may face a negative net income, has asked for a rate increase and is 


' Economic value added variable pay is a group incentive based on an economic value added 
financial measure developed by the Postal Service. 
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reducing its workforce, payouts of this magnitude may be perceived 
negatively by postal stakeholders. We are continuing to analyze the 
economic value added formula and its application, as well as its effect on 
delivery of all services within the Postal Service. For example, we found 
international mail was not moved timely in part because managers did not 
place a priority on mail processing since it was not a program measurement. 

The manner in which the Postal Service establishes its rates is key to 
preserving public trust. Therefore, to better understand the responsibilities of 
the Postal Service, we issued a primer explaining the ratemaking process. 

We have been told by the Governors and others that this is an excellent tool 
for understanding the process. 

Our review of the Breast Cancer Research Stamp program determined that 
the Postal Service did not follow its own policy in recovering costs for this 
program. Therefore, money was contributed to the Breast Cancer Research 
funds that should have been used to offset costs of the program. As a result, 
ratepayers who purchased other postal products unknowingly contributed 
minimal amounts to the Breast Cancer Research funds. With the passage of 
the new legislation authorizing the Postal Service to establish additional 
semipostal stamps, we continue to be concerned that without proper controls 
the Postal Service will continue to pass the associated costs on to unknowing 
ratepayers. 

Our office conducted a joint investigation with the Inspection Service of a 
Postal Service Tort Claims Coordinator who fraudulently prepared, approved, 
and submitted vehicle accident claims. The employee was arrested for 
embezzlement after receiving over $67,000 in payments from the Postal 
Service. 
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Core Business Processes and Customer Service . To provide world-class 
service, the Postal Service must excel in performing its core business processes, 
which include accepting, processing, transporting, and delivering the mail. Each 
day, Americans send over 650 million pieces of mail through the Postal Service 
expecting it to be processed timely and accurately. The Postal Service must 
accomplish this to assure that customer service does not suffer. Therefore, the 
Postal Service must ensure it has appropriate performance measures for 
monitoring the acceptance, processing, transportation, and delivery of the mail. 
Recent media coverage has emphasized that customer service can suffer when 
appropriate controls are not in place. Some of our more significant reviews are 
highlighted below. 

• At your request Mr. Chairman, we are conducting a review of certified mail 
delays in California, Connecticut, Delaware, Illinois, and New York. 
Preliminary results confirmed that certified mail was delivered late in 4 of the 
5 locations and generally exceeded delivery standards by at least 10 days 
during the tax season. In Illinois and Connecticut, we noted that delays were 
still occurring. We also found that late mail was primarily attributable to 
inadequate planning, staffing, and supervision of mail processing operations. 
Based on our work in other areas, we believe inadequate staffing occurred 
because managers tried to keep overtime to a minimum to meet Economic 
Value Added goals that drive their cash awards. In addition, in some cases, 
mail arrived late due to transportation delays. Delays went undetected 
because of the lack of a standard system to report certified mail 

• We conducted reviews to verify allegations that mail service had deteriorated. 
At one location in the Mid-Atlantic Area, we found approximately 1 .2 million 
pieces of Standard Mail that was up to a week late. In another location in the 
Pacific Area, we found over 200,000 pieces of delayed and unprocessed 
international mail, some of which was over three weeks old. And in the 
Southwest Area delivery units, we found approximately 75,000 pieces of 
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unprocessed mail including time sensitive materials such as tax documents 
and medical information. In each instance, after we notified Postal Service 
management, they took prompt action to reduce unprocessed and delayed 
mail. 

• The Postal Service could not identify the causes of late mail or the timeliness 
of mail movement because the air carrier performance system was 
inadequate. 

• We determined that the Postal Service had accepted over 21 ,000 delivery 
vehicles under a $441 million contract, even though the fuel pumps on the 
vehicles failed within 1 00 hours when used with ethanol fuel. 

• Our review found that the External First-Class Measurement System was not 
a representative measure of system-wide performance and delivery of Firet- 
Ciass Mail. Further, customers were not fully informed that on-time delivery 
scores did not measure postal-wide performance. 

New Products and Services . The Postal Service and its customers face the 
necessity to adapt their business products and services to survive in a constantly 
evolving market place. In addition, many new products and services introduced 
by the Postal Service are designed to generate revenue. However, in many 
instances, competitors and others have questioned whether it is appropriate for a 
government entity with monopoly protection to provide nontraditional products 
and services in competition with the private sector. We are highlighting two 
reviews in this area. 

• We reviewed the Delivery Confirmation Program, a tracking service similar to 
those already provided by competitors. Our draft report identified that the 
Postal Service did not consistently provide accurate delivery status. 
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Providing inaccurate informalion couW result in a loss of business to 
competitors. 

• Our report on a major Internet service initiative for bill presentment and 
payment, projected to generate over $1.4 billion in revenue between FY 2001 
and FY 2005, identified several issues related to the security over 
eCommerce and Privacy Act data. Future reviews will assess the PC 
Postage and Stamps Online products. 

• In a recent review, we found that Postal Service officials believed they had 
lost the opportunity to generate at least $25 million in revenue from a major 
Internet retailer because they could not provide volume discounts and credit 
flexibility requested by the company. Our draft report concluded that while 
the Postal Service did not have the same commercial freedoms as its 
competitors, it had not used existing authority to request discount and credit 
flexibility from the Postal Rate Commission. 

• We reviewed the Sales Force Augmentation Program, a major revenue 
initiative projected to generate over $690 million in revenue between FY 2000 
and FY 2002. Our draft report disclosed that, due to a lack of management 
controls, $30.4 million in revenue reported by a contractor’s sales personnel 
could not be verified. As a result, the Postal Service paid the contractor 
$5,2 million based on unverified sales. 

B. Maintaining Affordability By Controlling Costs 

With over $60 billion in operating expenses each year, the Postal Service needs 
strong management controls to mitigate historic trends that drive rate increases 
and ensure its ability to provide universal mail service at affordable rates. 
Controlling costs requires strong contract administration, effective program 
oversight, and sound budget processes to make informed decisions. 
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Contract Administration . In FY 1999, the Postal Service contracted for 
$9.1 billion in supplies and services, equipment, transportation, and facilities. To 
assure strong contract administration, the Postal Service needs to monitor its 
contracts to assure that work is performed, validate contractor charges for 
services rendered, ensure proper controls, and oversee contractor activities. The 
Postal Service is one of America’s largest owners, developers, and managers of 
real estate, holding over $20 billion in real property. In addition, the Postal 
Service committed over $1 .6 billion in repair, renovation, and new construction of 
facilities, and paid over $727 million in rent in FY 1999. Our more significant 
reviews and investigations in this area are highlighted below: 

• An investigation of a $3 billion telecommunications contract and the 
contractor’s accounting and billing process resulted in the Postal Service 
recovering $12.2 million because of outage credits^ and overcharges, and 
costs for substandard and defective materials and incomplete work. Postal 
Service management agreed to establish controls to avoid up to $96 million in 
overcharges for the remaining eight years of the contract. 

• For a portion of our contract audit work, we used the Defense Contract Audit 
Agency to assist in determining fair and reasonable contract prices, the 
adequacy of contractor accounting, estimating and billing systems, and 
whether payments to contractors were only for allowable and actual costs. As 
of September 12, 2000, 60 contract audits have been completed, which 
questioned a total of over $36 million in costs. This includes questioning over 
$11 million in contract costs of a major mail processing equipment 
manufacturing contractor because the contractor’s estimating system and 
procedures were not adequate for preparing accurate cost proposals. 


^ Outage credits are amounts due to the Postal Service because of system failures. 
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• An ongoing review of mail transport equipment services contracts disclosed 
that the Postal Service had awarded three noncompetitive contracts to a 
contractor at a price which was $53 miflfon more than that charged under 
contracts that were competitively awarded. 

• Our draft report on facilities construction contracts disclosed the Postal 
Service had incurred $19 million in excess costs on 11 of 33 contracts 
because it had not adhered to industry standards related to contract 
modification costs, 

• As a result of joint investigations, in this fiscal year, 36 Postal Service 
contractors have been suspended or debarred, 

• At the request of Representative Fattah, we conducted a review of 
opportunities for minority contractors to participate in advertising contracts. 
Our review resulted in the Postal Service requiring its primary advertising 
contractors to prepare subcontracting plans, which will increase opportunities 
for minority contractors to compete for $150 million in Postal Service 
advertising contracts. 

• In the environmental area, we found the Postal Service paid a contractor 
$869,000 for removal of asbestos at approximately 186 postal facilities. Our 
investigation determined that the work was incomplete and the Postal Service 
is seeking recovery of overpaid funds and completion of asbestos removal. 

Budget Processes . A sound budget process enables an organization to 
effectively plan and allocate resources. A well-planned budget also functions as 
a tool for management to monitor how well an organization performs when 
compared to initial strategic plans and goals. During our budget and 
performance reviews, we found that the Postal Service did not always effectively 
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plan, control, and allocate organizational resources to invest in and support the 

Postal Service’s goals, 

• The Postal Service surpassed its goals to. reduce its budgeted and actual 
expenses by about $675 million through reductions in headquarters programs 
to preserve financial goals for FY 1999. However, we found that the Postal 
Service reduced expenses without considering the long-term strategic impact 
on programs and operations, including its potential impact on the FY 2000 net 
income. 

• The Postal Service’s FY 2000 budget formulation process was generally 
effective in allocating funds for functional area programs and operations. 
However, budget estimates were not based on current and complete 
analyses and may not have been sufficient to fully support the Postal 
Service’s strategic goals, including those for reducing costs and increasing 
revenues. In addition, it was difficult for the Postal Service to manage its 
program costs because the accounting records only reflect expenses when 
they are paid. Therefore, managers do not have a real time picture of their 
finances. While management has not formally responded to this draft report, 
we believe implementing an accrual accounting system is imperative to the 
Postal Service having an accurate picture of its financial position. 

• We have consistently found that inadequate budget planning is an issue in 
other program areas such as Year 2000 (Y2K), computer security, and 
automation. For example, in our draft report, we found that at 24 of 

42 facilities, tray-feeding mechanisms needed to operate the robotics tray 
handling systems were not installed because engineering had not included 
funds to install this equipment in the original funding request. As a result, 
Postal Service has not realized the full benefits of this system. 


13 



44 


Program Oversight . Because the Postal Service must ensure each of its 
products is cost beneficial, effective program oversight to control costs is 
essential to ensure all operating costs are captured for each program and. 
matched against related revenue, A particular concern of ours is the potential for 
false claims, double billings, and collusion between doctors, other medical 
providers, and postal employees. The following are examples of reviews 
addressing how more effective program oversight could have controlled costs. 

. An audit disclosed the Postal Service could have avoided $23 million in repair 
expenses if a required detailed engineering study had been conducted prior 
to the purchase of a building. Instead, because they perceived a need to 
quickly purchase a building, Postal Service officials allowed a less extensive 
visual inspection to be conducted. As a result, major deficiencies in the 
building were not defected, which require extensive repairs. 

. A draft report on the Kansas City Stamp Fulfillment Center disclosed that the 
Postal Service could increase revenues by $6 million per year by charging the 
full rate of shipping philatelic stamps and related products, 

• Our review of air carriers disclosed that in FY 1999, $5.6 million in ground 
handling services was being paid to air carriers for work performed by Postal 
Service employees. The Postal Service has an opportunity to save 
approximately $28 million over the next five years by adjusting the contract 
rate. 

• A Bulk Mail Center review in the Southwest Area found that the Center was 
paying for unnecessary highway trips because trucks were not fully loaded. 
Further, the Center was charged $5 million in extra trip expenditures, which it 
could not control because the trips were authorized by other facilities. 
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• Our review of a Postal Service Carrier Annex confirmed an allegation that the 
Postal Service entered into a $4.2 million, 20-year lease of a 30,000 square 
foot building, which had remained vacant for almost two years. Postal 
Service management agreed to sublease the building, which would allow 
them to save up to $2.4 million. 

• At the request of the Chairman of the Board of Governors, we reviewed 
selected controls over the disposal of inventory valued at about $16 million at 
a large postal facility. Our review disclosed that an inventory of all property 
had not been conducted since 1990 even though the operation moved during 
this time and postal policy required management to conduct a full inventory 
every five years. Therefore, Postal Service management could not confirm 
that all property was properly accounted for, disposed of, or transferred. 

Even though this was only at one center, we are concerned that similar 
problems may exist at other facilities. Therefore, we plan to consider this 
issue for a systemic review in FY 2001 . 

• Because of insufficient program oversight, two postal managers were able to 
carry out an elaborate scheme to defraud the Postal Service. The scheme 
involved the managers conspiring with Postal Service contractors in tunneling 
bogus invoices and bills through them for services and supplies not received. 
The employees used the money to buy real estate, a boat, fine jewelry, and 
deposited the rest into investments and foreign bank accounts. This joint 
investigation with the Internal Revenue Service and the Inspection Service 
has resulted in the identification of fraud in the amount of approximately 
$3.2 million. Thus far, our office has successfully recovered $397,000. 

• We worked a joint investigation with other Federal law enforcement agencies, 
which resulted in an Oklahoma-based physician billing company and its 
founder agreeing to pay the government and 28 states $15 million as 
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settlement for false billings to various government programs. The Postal 
Service recovered $155,500 from the settlement agreement. 

• During the investigation of a health care provider for alleged double billing, 
the OIG found several overpayments were made to a former postal employee 
who was receiving disability compensation. We requested that the 
Department of Labor credit the Postal Service for the $25,000 in 
overpayments. 

• As a result of a joint task force investigation, a search warrant was executed 
and an individual was arrested for defrauding Federal Employees Health 
Benefit Program. The scheme involved the diversion of expired and 
substandard drugs to health care providers, thus endangering the health and 
well-being of Postal Service employees. 

• An OIG-ied task force initiated a joint investigation into fraudulent billing of 
medical claims by a medical provider. The provider was fraudulently billing 
medical clinics for services not rendered to the Postal Service and state 
employees under the Workers’ Compensation Program. Since December 
1998, the provider billed the Postal Service for over $400,000 in medical 
services. 

C. Improving the Workplace Climate and Labor Relations 

With approximately 800,000 career and 1 00,000 non-career employees, 
improving workplace relations among labor, management, and the unions and 
associations that represent them, the Postal Service has characterized labor 
management relations as one of its most important challenges in achieving its 
goals in the 21st century. To operate effectively in a rapidly changing 
environment, the Postal Service has recognized that it will need to give employee 
issues a higher priority and enhance each employee’s contribution to 
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organizational performance. Because of the importance of labor management 
relations on postal operations, the Postal Service has developed numerous 
initiatives and programs focused on reducing conflict in the workplace and. 
improving the effectiveness of procedures to resolve disputes. In addition, 
established channels, such as grievance and arbitration procedures and the 
Equal Employment Opportunity process, are available to help resolve Postal 
Service employees' complaints. The OIG is also working with Postal Service 
management to ensure that Postal Service employees are afforded the sarne 
whistleblower protections as provided to other federal employees. 

As you know Mr. Chairman, since the inception of the OIG, we have been 
working with the Postal Service and Congress to address these issues. 

However, adequately addressing labor management relations continues to be 
one of our toughest areas. To date, we have received over 2,800 individual labor 
management complaints, including approximately 500 that we received from 
Representative Fattah in July 1 998. Because of the emotional involvement, . 
potential financial impact, and the length of time to resolve these issues for the 
employee, management, and Postal Service, it is important that our involvement 
in this area be meaningful and positive. Therefore, the approach we have 
developed to deal with the sheer magnitude of complaints is to step back and 
focus primarily on systemic issues and conduct postal-wide reviews. These 
reviews are designed to identify and prevent potential problems that can detract 
from a healthy and productive work environment. 

Federal inspectors General typically perform programmatic and operational, 
audits. To our knowledge, we are the only Inspectors General office that has a 
dedicated workforce reviewing labor management relation issues. Most 
individual labor management complaints do not focus on programs and 
operations but on personal concerns. Therefore, we usually do not review 
individual complaints unless they involve potentially violent or other egregious 
situations. However, if there is a substantial number of individual complaints at a 
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particular facility or location, we vflil conduct a review to assess the workplace 
climate. Individual complaints also provide us with extremely valuable 
information that we can use to identify postal-wide issues and plan revievys that 
address these issues on a systemic basis. 

We have continued to receive a number of individual complaints that Members of 
Congress have asked us to address for their constituents, who are Postal 
Service employees. While we are very interested in being responsive and 
helpful, we simply do not have the staff to always address each of these 
individual complaints nor do we believe it is within the mission of this office as 
constituted under the Inspector General Act. 

With our system of evaluating the individual complaints and planning our 
systemic reviews as wei! as our efforts to increase staff, we are now beginning to 
see the results of our systemic work in the areas of violence in the workplace, 
workplace climate, and the Postal Employees Safety Enhancement Act. 
Responding immediately to allegations of violence in the workplace is a major 
initiative within the OIG because over the past decade, highly publicized 
incidents of workplace violence have increased concerns about the Postal 
Service's ability to maintain a safe and healthy workplace environment for its 
employees. Likewise reviewing workplace climate concerns, such as managerial 
behaviors including harassment and intimidation, has been a major initiative 
within the OlG to assist Postal Service management in improving the workplace 
and thus, increasing morale and productivity. Third, ws are evaluating whether 
Postal Service employees are working in a safe and healthy environment. 

The OIG has conducted 55 reviews and completed 52 congressional responses 
in the area of labor management relation, some of which are highlighted below. 
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Violence in the Workplace . A study® commissioned by the Postal Service 
reported that Postal Sen/ice employees believe they are at greater risk than the 
average worker to be a victim of workplace violence. However, the study also 
concluded that Postal Service workers are no more likely to be victims of 
violence than employees in the national workforce. This study was 
commissioned because the Postal Service recognized that signs of workplace 
stress were present and comprehensive steps were needed to improve the 
workplace environment. We worked with the Commission during this study and 
provided them with information and other assistance as requested. This study 
reinforced and referenced many of our findings and recommendations made to 
prevent violence and improve the work environment. 

We have continued the work that we discussed with you last year concerning 
Postal Sen/ice implementation of the Violence Prevention and Response 
Programs. Specifically, we have looked at the program criteria and its 
implementation in 26 district offices in five postal areas. Generally, our draft 
reports disclosed there is a potential for violence to occur because districts have 
not fully implemented violence prevention strategies to prevent violence from 
occurring. For example, on case management of threats, 21 of the 26 districts 
did not fully monitor individuals who made the threats through resolution or 
engage in case management of all threats. Also, none of the 26 districts 
monitored and evaluated climate indicators to identify and followup on events 
that could escalate the potential for violence. Other issues included orientation 
training for the threat assessment core team members and violence awareness 
training for all Postal Service employees. 

Workplace Climate . While the Postal Sen/ice's study focused on violence in the 
workplace, it did identify that postal employees have more negative attitudes than 
employees do in the national workforce about work, coworkers, and 

^ Report of the United States Postal Service Commission on a Safe and Secure Workplace, 
August 2000, prepared by the National Center on Addiction and Substance Abuse at Columbia 
University. 
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management. These negative attitudes may contribute to some of the 
perceptions surrounding workplace climates. However, our work has indicated 
that in many instances, managerial behaviors have resulted in lower morale. A 
recent congressional complaint, one of the most egregious examples we 
reviewed during this past year, contained allegations from 32 postal employees 
regarding harsh working conditions and abusive management styles at a postal 
facility. We confirmed the existence of a confrontational and hostile workplace 
climate including inappropriate communication styles, verbal abuse, and 
aggressive management practices. While our OIG staff was present in the 
facility, we observed management yelling at a craft employee. In addition, while 
our staff interviewed the manager of the facility, he played with an empty bullet 
casing, which our staff believed may have been done in an attempt to intimidate 
us during our interview. We immediately conveyed our observations to senior 
management officials who agreed to take corrective action and inform us in 
writing. 

Postal Employees Safety Enhancement Act . Two years ago, this Act was 
passed to include the Postal Service under regulations that provide for sanctions 
for safety and health violations, the same as those imposed on private 
employers. This past year, fines have started to be levied against the Postal 
Sen/ice for violations of the Act. Our work in this area is to mitigate the likelihood 
of the Postal Service being fined for violations and to assure that the working 
conditions do not negatively impact the organizational climate and postal 
operations. Specifically: 

• We validated allegations of unsafe working conditions in a Southwest Area 
facility, where both area and district management officials had known for the 
past 14 years of the deteriorating conditions and potential safety hazards. 
This work resulted in our first video report. The video allowed Postal Service 
management and the Governors to see first-hand the deplorable conditions. 
As a result, management moved employees to a temporary facility and 
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approved a $5 miliion renovation of the facility to correct the unsafe 
conditions. 

• We confirmed an allegation that a Western Area facility manager ordered the 
use of a copper tube in place of a fuse to keep machinery running, directly 
exposing employees to hazardous w/orking conditions. Our draft report 
disclosed that management chose to use an unsafe means of keeping the 
machinery going rather than other acceptable alternatives. 

Whistleblower Protection Act . The Whistleblower Protection Act provides 
employment protections to most non-postal federal employees who disclose 
information pertaining to a violation of law, gross mismanagement, gross waste 
of funds, abuse of authority, or substantial and specific danger to public health 
and safety. We recognized that labor management relations can be enhanced 
and employee morale improved if Postal Service employees have a venue where 
they can present their grievances and report wrongdoing without fear of reprisal. 
Since our inception in 1997 and at your urging, we have continued to have 
discussions with Postal Service management about enhancing whistleblower 
protections within the Postal Service. The Postmaster General recently agreed 
that the Whistleblower Protection Act should be adopted in the Postal Service as 
a matter of policy. We have been meeting with Postal Service officials and have 
outlined a strategy to ensure that the Whistleblower Protection Act is adopted as 
postal policy. We will notify you upon completion of this plan and when It is fully 
adopted. 

To address Postal Service challenges, the Postal Service must give labor 
management issues more visibility. We will continue to work with management 
and to consult with labor officials to ensure our reviews are pertinent and that our 
recommendations are appropriately addressed. In addition, we will assess the 
study commissioned by the Postal Service to determine what actions we need to 
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take to help the Postal Service achieve its goal of making its offices and facilities 
a safe and healthy work environment for its employees. 

D. Leveraging Technology to Enhance Productivity 

The Postal Service is seeking ways to leverage technology to improve its service, 
productivity, and profitability. While it depends on technology to deliver more 
than 650 million pieces of mail every day, the Postal Service must continue to 
adapt to each new wave of technology quickly to maintain its competitive position 
in the market. The unprecedented growth in computer interconnectivity and 
Internet usage is revolutionizing the way the nation communicates and conducts 
business, and is reshaping customer expectations. 

To address these technology challenges, the Postal Service plans to invest 
approximately $17 billion through FY 2002 on capital investments, which includes 
a majority of technology investments. These investments are intended to 
automate and modernize mail processing and acceptance, enhance 
communications and access to information, and extend the postal infrastructure 
to better support core business processes and electronic products and services. 
In addition, the Postal Service continues to focus on eBusiness and computer 
security to protect these investments. 

In the last 18 months, we have been asked to testify twice before Congress on 
technology issues within the Postal Service. Our first testimony was on the 
Postal Service’s progress on Y2K before the Subcommittee on Government 
Management, Information, and Technology and the Subcommittee on the Postal 
Service, House Committee on Government Reform in February 1999. In this 
testimony, we stated the Postal Service had much work to do in order to be ready 
for the Year 2000. However, Mr. Chairman, my testimony today would be 
incomplete if I did not mention the success achieved by Postal Service 
management in meeting the Y2K challenge. The Postal Service successfully 
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deployed software and hardware solutions, prepared a comprehensive 
monitoring program for the Y2K rollover, and eventually had a successful finish. 
All of this can be attributed to the hard work of a very large, very dedicated team 
of professionals and I am proud to say that your committee’s oversight and the 
OIG’s work were instrumental to that success. The Postmaster General himself 
acknowledged the contributions of our organization when he commented that 
". . . the OIG played a major role in our being successful in Y2K . . ..” 

Just this month, we provided testimony on eCommerce before the Subcommittee 
on International Security, Proliferation, and Federal Services, Senate Committee 
on Governmental Affairs. This testimony recognized that only since completion 
of Y2K have we started focusing on the eCommerce area. We cautioned that the 
Postal Service needs to address lessons learned from more traditional programs 
that could also affect the eCommerce area. These areas included: 
organizational structure, planning, budget practices, systems development, 
contracting, and computer security. 

The following highlights work we have done in the developmental technology, 
computer security, and eBusiness areas. 

Developmental Technology . We salute the Postal Service’s efforts to automate 
its processes and we believe this is the direction the Postal Service needs to go 
in the 21st Century. Our reviews have been directed towards assuring that 
Postal Service management had accurate and reliable information to base their 
decisions on technology investments. For instance: 

• We reported that the Tray Management System, designed to automate the 
staging and movement of mail in processing and distribution centers, would 
not achieve the return on investment projected. Also, we estimated the 
Postal Service would incur at least $27.9 million more in costs for labor and 
operations disruptions than the $136.4 million originally projected. 
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• We issued four reports on the $1 billion Point of Service ONE system. This 
system is intended to improve customer service, replace retail terminals, and 
provide more complete and timely accounting of postal financial operations at 
each location. Although the Postal Service has made progress in developing, 
deploying, and improving the Point of Service ONE system, we found the 
system was deployed prior to meeting all initial contract requirements and 
achieving the functionality originally envisioned. Also, we expressed 
concerns regarding the increased risk of loss of accounting data that could 
negatively impact operations. 

• We reviewed the Mailing Evaluation, Readability, and Lookup Instrument 
(“MERLIN”) system, designed to automate the acceptance and verification of 
bulk business mail, and determined that the system should be generally 
successful and provide a consistent and reliable technology for mail 
acceptance. However, we believe improvements are needed in weight 
measurement accuracy, indicia recognition, and address recognition and 
evaluation, to avoid erroneous reporting and the loss of postal revenue. 

Computer Security . Greater connectivity through the Internet also poses 
significant security risks to Postal Service computer systems and critical 
operations they support. In addition, many electronic commerce initiatives 
involve business partnerships with service providers, meaning each partner is 
impacted by the other, particularly in the area of security controls. Another 
emerging security issue is the ability of a business to protect the integrity and 
privacy of data stored and collected on their client population, including financial 
information and other data, which profiles their purchasing habits, viewing 
preferences, and surfing choices. Thus, while the benefits of technology are 
potentially enormous, the need for proper safeguards to protect the Postal 
Service and its partners’ assets as well as those of its clients is equally important. 
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• During the last two years, the Postal Service awarded a number of contracts 
for a series of computer security reviews. These reviews identified significant 
issues pertaining to security awareness, network security practices and 
procedures, computer intrusion detection, and staffing for computer security. 
However, our review of Postal Service management’s actions taken in 
response to these contractor reports indicated that the Postal Service had not 
taken action on a number of the contractor’s recommendations. 

• Our draft report on computer security in the Postal Service indicated the need 
to develop a more comprehensive, integrated computer security program and 
make computer security a higher priority. We also found that Postal Service 
managers need to recognize their responsibilities for computer security, and 
place more emphasis on planning and budgeting for computer security. 
Further, Postal Service policies and procedures for computer security need to 
be developed, implemented, and kept current. In addition, the office 
responsible for computer security policymaking needs to be elevated within 
the Postal Service, properly staffed and funded, and given authority over 
computer security compliance. Finally, we identified technology-related 
staffing issues involving the lack of background clearances and experience 
levels, and the difficulty in attracting and retaining qualified security personnel 
because of salary constraints. Subsequent to the completion of our audit 
work, the Chief Technology Officer indicated that a comprehensive plan had 
been developed to enhance and strengthen all aspects of information 
security. We will be monitoring the Postal Service's efforts with regard to 
implementation of that plan. 

• As the Postal Service provides greater access to its automated systems, 
these systems become more susceptible to cyberattacks. In order to help the 
Postal Service address the technology security challenge, we assisted Postal 
Service officials in identifying and installing a computer intrusion detection 
system. We have responded to cyberattacks on Postal Service websites and 
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computer networks and helped the Postal Service develop an action plan for 
vulnerability scans and penetration test systems. 

eBusiness . Electronic commerce presents opportunities for the Postal Service to 
enhance customer service, increase operational efficiencies, streamline business 
processes, and provide avenues for new revenue. At the same time, electronic 
commerce threatens First-Class Mail volumes. The Postal Service is leveraging 
its traditional strengths — universality, affordability, innovation, and trust — with the 
power of today’s technology to add new revenue sources and provide systems 
and services to meet supplier and customer needs. We have conducted four 
reviews in the electronic commerce area, highlighted below. 

• Our draft report on the Postal Service’s interim electronic commerce 
organization disclosed that electronic commerce responsibilities were 
fragmented among several senior managers, and that senior managers’ 
mainstream functions were commingled with electronic commerce functions. 
We believe that a single focal point may help ensure a comprehensive, 
integrated electronic commerce implementation plan and a more efficient use 
of resources. The Postal Service has subsequently created a new corporate- 
level group to identify, develop. Implement, and invest in new business 
opportunities and has established the eBusiness Opportunity Board for 
consideration and review of new eBusiness ideas. 

• As mentioned in the New Products and Services section, our draft report 
disclosed that the Postal Service was able to meet the mailing requirements 
of one of its largest Internet mailers but was unable to meet the special 
financial terms requested without approval of the Postal Rate Commission. In 
addition, once this Internet mailer opted for better financial terms with a postal 
competitor, we made recommendations to Postal Service management that 
would save approximately $5 million by eliminating excess operating capacity 
and unnecessary transportation costs. 
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• We reviewed five PC Postage and eBillPay private sector agreements with 
the Postal Service and found these agreements did not provide adequate 
access to information maintained by commercial partners. As a 
consequence, contractors may resist Postal Service program mangers’ 
attempts to review contract issues, including billing practices and computer 
security. For example, one postal agreement specifically prohibits the Postal 
Service and purportedly the OIG — from discussing alleged crimes committed 
under the contract with the Department of Justice, without prior approval of 
the contractor. This area is of particular concern to the OIG because of our 
need to perform audits or investigations and fulfill the requirements of the 
Inspector General Act. Senior Postal Service management recognizes that 
the OIG has access rights in these agreements. Therefore, we are working 
with Postal Service management to ensure that specific contract language 
spelling out OIG access rights will be used in contractual agreements. 

• Likewise, as we mentioned in the New Products and Services section, LISPS 
eBillPay, the Postal Service online bill presentment and payment service, was 
launched, in part, to offset the loss of mail volume from bills, financial 
statements, and payments being diverted from hard-copy mail to the Internet. 
This program has the potential to be a significant revenue generator for the 
Postal Service. We reviewed USPS eBillPay to determine if it met privacy 
and security requirements before bringing the system online. Our review 
disclosed that the Postal Service needs to adjust its policies and procedures 
to meet the needs of electronic commerce partnerships and alliances, and 
better address computer and network security and privacy issues. 

III. INSPECTION SERVICE OVERSIGHT 

Our enabling legislation requires us to conduct oversight of the Inspection 

Service in addition to our audit and investigation responsibilities. As a law 
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enforcement agency, it is essential that the inspection Service be held to the 
highest standards of conduct to maintain the public's trust and the Postal 
Service's reputation of reliability. The Inspection Service and the OIG are stiil 
struggling with our new roles. While many initiatives have been successfully 
concluded, such as the revised designation of functions, other issues continue to 
be unresolved. We are continuing to work with the Chief Inspector and senior 
Inspection Service management to resolve these and other issues and to 
increase the degree of trust, respect, awareness, and cooperation between the 
two organizations. 

The following sections discuss recent changes to the alignment of functions 
between the inspection Service and the OIG as well as the oversight work done 
by the OIG. 

Designation of Functions . The original Designation of Functions, which 
delineated the major audit and investigative responsibilities between the OIG and 
the Inspection Service, was approved by the Governors in March 1997. After 
operating under this designation for three years, both organizations concluded 
that refinements were necessary to more clearly distinguish responsibilities and 
more effectively utilize resources. In addition, the revision was needed because 
the Inspection Service divested itself from performing audits of Postal Service 
programs and operations, based on an OIG audit. 

We jointly presented proposed revisions to the Governors who approved a 
revised Designation of Functions in April 2000. Under the revised Designation of 
Functions: 

• The OIG will perform all audits within the Postal Service, and the Inspection 
Service will discontinue performing audits; 
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• The OIG will investigate all procurement fraud within the Postal Service, and 
the Inspection Service will discontinue procurement/expenditure 
investigations except cash and money orders; and 

. The OIG will investigate thefts of postal funds resulting from improper 

expenditures, including compromise of program integrity, and the Inspection 
Service will conduct all revenue investigations and embezzlements where 
there is no formal contract and payments are made in cash and money 
orders. 

At your request Mr. Chairman, we obtained the Inspection Service’s agreement 
on a notification protocol that provides us with a basis to actively monitor internal 
investigations of Level 15 managers. In addition we have taken steps to develop 
more effective communication with the Inspection Service to include monthly 
meetings between our senior staffs to discuss emerging issues and to clarify 
concerns. We are also working together to establish guiding principles for 
conveying information related to investigations and reviews. Further, we hope to 
have agreement within the near future as to what constitutes significant activities 
and events that must be reported by the Chief Inspector to the Inspector General 
as required under the Inspector General Act. 

Oversight Reviews . Some of our significant reviews found: 

• Senior forensic scientists at the Forensic and Technical Services Division 
lacked parity in salaries when compared to their federal counterparts. The 
lack of parity in salaries has affected the Inspection Service’s ability to recruit 
and retain qualified senior forensic scientists. 

• Personnel did not always have the appropriate security clearances because 
Postal Service managers and human resources personnel each assumed the 
other had the responsibility for determining security clearance levels for non- 
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Inspection Service employees. In addition, guidance did not exist to identify 
how appropriate clearance levels should be determined. 

• In a draft report, we reported that Inspection Service management did not link 
FY 2000 budget resources to performance goals and did not prepare a 
strategic plan and annual performance plan in accordance with the 
Government Performance and Results Act of 1993. In addition, the 
Inspection Service did not establish a process for annually determining 
personnel requirements and for allocating these resources by location. This 
could negatively impact the Inspection Service's ability to provide an 
appropriate level of service to its customers. 

• There may be a perception that the Inspection Service Disciplinary Process 
and Awards Program are not consistently and fairly administered. 

Specifically, in a draft report, we reported that for the disciplinary process, 
internal investigations were conducted by field inspectors in the same 
divisions as employees being investigated, and potential violations of the 
Inspection Service Code of Conduct were not always reported to 
headquarters, as required. In addition, we could not document the extent of 
headquarters oversight of internal investigations assigned to field inspectors. 

Further, in a draft report looking at the awards programs, we found approval 
levels for inspector awards were inconsistent with the awards programs of the 
federal law enforcement agencies surveyed, the types of actions used to 
justify cash awards varied throughout Inspection Service divisions, and some 
cash award justifications did not clearly identify the purpose for the award. In 
addition, we could not determine whether cash equivalent and non-cash 
tangible awards valued at over $50 were reported to the Internal Revenue 
Service, as required. 
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IV. OFFICE OF INSPECTOR GENERAL PROGRESS 

Since my last testimony, we have made significant progress in ensuring that the 
public's perception of our independence is maintained; clarifying our 
responsibilities with the Inspection Service; developing a more efficient audit 
resolution process; and building our infrastructure to better serve the Postal 
Service, the Governors, Congress, and the public. 

It is vital that our stakeholders and the public recognize that we are an 
independent office. If we are not perceived as being independent, our ability to 
carry out the mission envisioned by Congress when it established the Inspector 
General Act is severely diminished. As you are aware, the primary purpose of 
the inspector General Act was to establish independent Inspectors General to 
conduct audits, investigations, and reviews of federal government programs and 
operations in order to identify and deter fraud, waste, abuse, and 
mismanagement. As an independent office, our mission is to ensure that 
Government agencies serve their customers and carry out their work efficiently, 
effectively, and economically. 

We have worked to educate Postal Service managers and other stakeholders 
about our mission and the importance of our independence in carrying out that 
mission. Therefore, we reacted quickly when, in February, the General 
Accounting Office issued an “Independence Preliminary Views” document for 
comment. This document proposed changes to generally accepted Government 
Auditing Standards. According to the proposed changes. Inspectors General 
who are appointed by an agency heads would not be considered organizationally 
independent, and their reports would be required to identify their lack of 
independence. Thus, despite the independence provided by the Inspector 
General Act and its provisions, these proposed changes could leave our 
stakeholders and the public with the perception that our office is not independent. 
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If the changes were incorporated, Postal Service managers, the Governors, 
Congress, and the public could question the credibility and effectiveness of our 
reports. 

After the Preliminary Views document was issued, we voiced our concerns with 
the General Accounting Office, Congress, and other members of the federal and 
non-federal audit community. We obtained an independent legal opinion and 
provided written comments to the General Accounting Office. I also met with the 
Comptroller General in July to discuss the proposed changes and the detrimental 
effect they might have on how our work is perceived. I am pleased to report that 
our efforts were rewarded, and that the Comptroller General recently advised us 
that our office would continue to be viewed as organizationally independent. 

Audit Resolution . Since my last testimony, we have made progress in fostering 
communications between our office and the Postal Service in order to increase 
the timeliness and effectiveness of our reports. This year, the Governors 
approved a three-step audit resolution process designed to resolve 
disagreements between Postal Service management and the DIG over 
recommendations in our reports. The process serves as a vital mechanism for 
ensuring that disagreements are resolved on a timely basis at the appropriate 
level of management. Unresolved recommendations are elevated to 
progressively higher levels of management within the Postal Service. We are 
working with Postal Service management to review all unresolved issues to 
identify recommendations and suggestions that are subject to the resolution 
process. 

Peer Review . We recognize the importance of adhering to the highest standards 
and requirements in our field in order to maintain the high quality of our work. 

We will be the subject of a peer review in FY 2001 , which will provide an 
independent assessment of our internal quality control system over our reviews 
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and audits, and assurance that we are following applicable standards and 
requirements. 

Staffing . Mr. Chairman, we have made considerable progress in establishing this 
office. We have achieved our goal of hiring 648 highly qualified people this past 
May. We also hired additional staff to meet unanticipated workload needs 
resulting from the revised designation of functions between this office and the 
Inspection Service. 

This increase in employees has allowed us to provide more timely and reliable 
information to assist the Postal Service in addressing its challenges, which I have 
addressed throughout this testimony. 

Diverse and Highly Qualified Staff . The Office of Inspector General is proud of 
the diverse talents, skills, and professional experience of our staff. Of the 660 
individuals on board as of today, 50 percent are women and 48 percent are 
minorities. [Minorities include Blacks (33 percent), Hispanics (6 percent), Asians 
(7 percent), and Native Americans (.4 percent).] Our senior management staff is 
40 percent female and 29 percent minority. We believe this diversity has 
enhanced our work, and we are committed to developing the diverse talents of 
our employees. 

Reorganization. Earlier this year, we reorganized our structure to better reflect 
Postal Service business processes, the new designation of functions, and our 
ability to be more responsive to our customers. These changes included: 

• Realigning and renaming and all teams under the following areas: 
eBusiness, Business Operations, Business Protection, Oversight and 
Business Evaluations, and Internal Business; 


33 



64 


• Dividing the field liaison function into East and West areas of operation; 
and 

• Moving the Strategic Planning and Internal Quality, Congressional and 
Public Relations, and Quality Assurance/Internal Affairs teams to more 
prominent positions within the organization. 

Field Offices. We recognize the importance of establishing a nationwide 
presence. This year, we have positioned ourselves strategically across the 
country to increase our coverage of postal operations. We have opened 5 new 
offices for a total of 1 1 . You can find our staff in Arlington, Virginia; Dallas, 
Texas; Minneapolis, Minnesota; St. Louis, Missouri; San Mateo, California; Los 
Angeles, California; Atlanta, Georgia; Chicago, Illinois; New York, New York; 
Denver, Colorado; and Raleigh, North Carolina. 

OIG Field Locations 



Budget for FY 2001 . I would like to thank the Governors for recognizing the 
continuing benefits of our work by approving our FY 2001 budget of $1 13 million. 
This will allow us to increase our staff by 77 employees to a total staff of 725, and 
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to open tour additional offices in Tampa, Florida; Boston, Massachusetts; 
Pittsburgh, Pennsylvania; and Portland, Oregon. These offices will help increase 
our visibility to Postal Service stakeholders, increase our local coverage of postal 
operations, and reduce the travel burden on our employees, some who are 
currently travelling more than 75 percent of the time. 


V. CLOSING 

In closing, I want to thank you for this opportunity to testify before the 
Subcommittee. Our independent status and the public perception of that 
independence enables us to continue to add value to the Postal Service as it 
evaluates its role in a technologically advanced and highly competitive 
environment. The OIG will continue to assist the Postal Service, the Governors, 
and Congress by providing accurate and objective information to help you make 
important decisions. We look forward to continuing to work with this 
Subcommittee, the Governors, and the Postal Service. 

Mr. Chairman, this concludes my statement. I would be pleased to answer any 
questions you or the Subcommittee may have. 

## 
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Mr. McHugh. Finally, and certainly not least, Mr. Bernard 
Ungar, Director of Government Business Operations Issues for the 
General Accounting Office. 

Let me say a special thanks to you and to the GAO for being so 
responsive to our many requests, issued by both sides here, to try 
to assist us in understanding the issues and the challenges that 
face the Postal Service. You have been a tremendously supportive 
coplayer in this process, and we are deeply appreciative for that. 

With that, Mr. Ungar, our attention is yours. 

STATEMENT OF BERNARD L. UNGAR, DIRECTOR, GOVERN- 
MENT BUSINESS OPERATIONS ISSUES, ACCOMPANIED BY 

TERESA ANDERSON AND GERALD BARNES, ASSISTANT DI- 
RECTORS, GENERAL GOVERNMENT DIVISION, GENERAL AC- 
COUNTING OFFICE 

Mr. Ungar. Thank you, Mr. Chairman, for those kind words, and 
members of the subcommittee. We are certainly appreciative of 
being here today to assist the subcommittee in its oversight efforts 
with respect to the Postal Service. 

As the Inspector General and Postmaster General did, I too 
would like to submit a formal statement for the record and summa- 
rize our statement. 

Before I do that, I would like to mention I am accompanied by 
Teresa Anderson and Gerald Barnes, Assistant Directors in our 
General Government Division, who have worked on postal matters 
for longer than I have, so they are quite in tune on those issues. 

In brief, over the last 5 years, the Postal Service’s performance 
has certainly had a number of quite positive aspects to it in terms 
of profits that it had not heretofore made, delivery performance, 
and high rankings of customer satisfaction. These are certainly 
noteworthy achievements. 

As the Postmaster General indicated, on the other hand, all the 
news is not good. Mail volume and mail revenues have not grown 
as much as expected and costs have increased more than expected. 
This obviously has put the Postal Service into a very uncertain sit- 
uation. 

The Postal Service’s most recent strategic plan paints a more 
pessimistic scenario in terms of the volume or expected volume 
growth and revenue growth than the picture that it presented to 
us last year and that we presented to the subcommittee last year. 
While the future is certainly difficult to predict and it is very dif- 
ficult to say what exactly is going to take place, that does not mean 
that the Postal Service or the subcommittee should sit by and let 
events take shape without aggressive and innovative interaction. 

With that, I would like to show a graphic that we have distrib- 
uted in advance that shows what the dilemma is with respect to 
first class mail volume. If first class mail volume does not grow as 
expected, or it grows less than expected or doesn’t grow at all, it 
presents a real predicament for the Postal Service. I think this 
graphic shows why. 

[The information referred to follows:] 







68 


Mr. Ungar. Looking at first class mail volume, it constitutes 51 
percent of the volume, 58 percent of the revenue, but contributes 
two-thirds of the overhead costs. These overhead costs in the short 
term generally do not vary with volume; over the long term they 
could. 

Thus, if first class volume goes down or doesn’t grow very much, 
the Postal Service is going to have a difficult time trying to capture 
the funds to cover the overhead, and over time is certainly going 
to have to look at the price structure, look at service, or a combina- 
tion thereof. 

This certainly raises the question that H.R. 22 has addressed, 
and other folks have addressed; and that is, what kind of organiza- 
tion does the Congress want the Postal Service to be in the future? 
What kind of flexibility should it have, what kind of constraints 
should it operate under, what kind of rules and regulations should 
it be subject to? This is certainly a question with the Federal Ex- 
press announcement that was made earlier. That is really what we 
see as the key policy issue facing this Congress and probably the 
next Congress and maybe the one after that. 

In the oversight area, there are three issues that I would just 
like to briefly summarize. They are closely related to the public pol- 
icy issues. 

The first issue has to do with the Postal Service’s progress in im- 
proving productivity and cutting costs, certainly a very important 
area. Here, for example, we are encouraged by the growth in pro- 
ductivity that the Postal Service expected this last year, 2.2 per- 
cent. This is very positive encouragement considering it has not im- 
proved productivity in recent years; in fact, productivity declined in 
a number of years before this year. 

It is also encouraging that the Postal Service has embarked on 
a series of cost-cutting initiatives, including breakthrough produc- 
tivity. We think it is very important for the subcommittee to ask 
the Postal Service about these particular measures — what are they, 
when are they going to take place and what kind of progress is 
being made? 

The second area relates closely to an area that the Inspector 
General mentioned as well, the human capital area. There are 
three specific elements to that we would like to highlight. 

One is the long-standing problem the Postal Service has faced in 
the labor-management relations area. We are encouraged some 
progress has been made, but there is still a long way to go in that 
area. 

There are a large number of grievances the Postal Service has 
to deal with, as recently reported by the Violence Commission. 
While these are certainly important to the work force, they also de- 
tract from the main mission of delivering the mail, and certainly 
absorb a substantial amount of costs, which have been estimated 
at over $200 million a year, to deal with. 

The question here is, do the postal unions, the management asso- 
ciations, and the Postal Service itself share the same sense of ur- 
gency that labor relations have to be improved, have to be worked 
on, so that the Postal Service and its stakeholders can get on with 
the business of addressing the major challenges that the Service 
faces? 
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Also, the Postmaster General recently said that a very large per- 
centage of the Postal Service’s executives are over the age of 50, 
and succession planning is a very key ingredient in the future of 
the Postal Service. It is going to he important for the subcommittee 
to oversee the Service’s efforts to deal with this issue, as well as 
assure that its diversity goals are achieved at the same time. 

Finally, the last issue that I would like to briefly mention has to 
do with the reliability and the credibility of the information — per- 
formance information — that the Postal Service has been reporting. 
Today, we issued to you, to this subcommittee, our report on en- 
hancements needed in the Postal Service’s Results Act efforts. 

Here, as well as in the recent effort that we did for this sub- 
committee and the Senate Subcommittee on Electronic Commerce, 
we were distressed to see that some of the information that the 
Service had been reporting in terms of its financial performance 
was unreliable and not credible, and some of the information that 
had been reported on its overall performance in its 1999 perform- 
ance report was, in our view, quite misleading. 

We are pleased that the Postal Service has reco^ized that these 
are areas that need to be improved and has promised prompt and 
swift corrective action. 

That concludes my summary, Mr. Chairman. 

I would also like to, as others have done, thank you personally 
and the rest of this subcommittee for the support that you have 
shown for GAO, particularly in those years when we were going 
through some fairly challenging budget reductions. We certainly 
appreciate your support then and your continuing support. 

[The prepared statement of Mr. Ungar follows:] 
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Summary 

U.S. Postal Service: Sustained Attention to 
N^hallenges Remains Critical 


The Postal Service faces an uncert^ future. Although the Service has 
slightly improved its overnight First-Class Mail delivery performance this 
year, improved productivity, and implemented cost-cutting measures, it 
has encountered increasir^ financial difficulties as mail volumes have 
grown more slowly than expected and as postal costs have been difficult 
to restrain. The Service has reported that it faces significant threats from 
electronic substitution and is planning for declining mail volumes, 
especial^ in First-Class Mail, in the coming years. Although it is difficult to 
predict the timing and magnitude of further mail volume diversion and 
potential financial consequences, the Service states that it is working to 
address this challenge by a^essive cost-cutting to achieve breakthrough 
productivity and by new revenue generation. 

A key oversight issue for tiie Service, Congress, and the American people 
is whether the Service is heading for financial shortfalls that could, in the 
long run, hinder its ability to carry out its mission of providing affordable, 
universal postal services that bind the nation together. Key questions 
facing the Service in the long term include the following: 

• Can the Postal Service maintain and, where necessary, improve on the 
quality of mail delivery service? 

• Can the Service continue to provide affordable postal rates? 

• Can the Service remain self-supporting through postal revenues? 

• Can the Service continue in the long term to provide the current level and 
scope of universal postal service? 

Several contintiing challenges facing the Service include improving 
productivity, controlling costs, enhancing revenues, and improving labor- 
management relations. Long-term increases in productivity will be 
essential for the Service’s future success. 'The Service recently reported to 
us that its productivity for fiscal year 2000 through mid-August had 
increased 2.2 percent. Although this would be the largest increase since 
1993, it would translate into a cumulative increase of only 1.6 percent over 
the past decade. Questions for continued oversight include how and when 
the Service expects to achieve breakthrough productivily. Another issue is 
whether the Service, unions, and management associations will be able to 
find common ground to address long-standing problems in the workplace 
that may impede the Service’s ability to improve its productivity. 

GAO also has continued concern about the quality and transparency of the 
Service’s performance information. GAO’s recent reports contain specific 
recommendations for further improvements in this area. 
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The Service’s 
Performance and 
Futinre Challenges 


Mr. Chairman and Members of the Subcommittee: 

We are pleased to be here today to participate in the Subcommittee’s 
oversight hearing on the U.S. Postal Service (the Service). In my 
testimony, I shall briefly discuss the Service’s overall performance during 
the past year as well as the challenges that persist as mail volume growth 
continue to slow and competition from the private sector increases. The 
Service provided us with updated performance information that is 
included in this statement Also, I will discuss work that we have 
completed over the past year and provide information on our ongoing 
work. A list of our reports and testimonies related to postal matters issued 
since October 1999 is included in the attachment to this statement. 

" The Service has slightly improved its overnight First-Class Mail delivery 
performance this year, improved productivity, and implemented cost- 
cutting measures. However, the Service has encountered increasing 
financial difficulties as mail volumes have grown more slowly than 
expect'd and as postal costs have been difficult to restrain. 

Moreover, the Service faces an uncertain future, In view of its expectation 
that mail volumes will decline in the coming years. A key oversight issue 
for the Service, Congress, and the American people is whether the Service 
is heading for financial shortfalb that could, in the long run, hinder its 
ability to carry out its mission of providing affordable, universal postal 
services that bind the nation together. Key questions facing the Service in 
the long term include the following: 

• Can the Service maintain and, where necessary, improve on the quality of 
mail deliveiy service? 

• Can the Service continue to provide affordable postal rates? 

• Can the Service remain self-supporting through postal revenues? 

• Can the Service continue in the long term to provide the current level and 
scope of universal postal service? 

The Service’s recently approved 5-Year Strategic Plan for Rscal Years 2001 
through 2005 stated that the changes in competition challenge the 
Service’s traditional mission and raise questions about its public service 
obligations that do not have easy answers. The Postmaster General 
recently said that the Service is at a crossroads with regard to its ability to 
continue to provide affordable universal service. Earlier this month, the 
Chairman of tiie Postal Rate Commission (PRC) also raised the possibility 
that the nature of universal postal service, specifically delivery to every 
address 6 daj^ each week, may need to be reconsidered at some point if 
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competition leads to large declines in the Service’s mail volume. Other 
stakeholders have also reused concerns about ttie potential elfect of 
competition on universal postal service. In my testimony, I will pro\’ide an 
update on the Servit^’s i^ent accomplishments, key trends affecting the 
Service, and how the Service plans to respond to the formidable challenges 
it is facing. 


The Service’s Delivery Service has slightly improved its overnight 

_ H P t Fli'st-Class Mail deliWry service performance. In its fiscal year 20CK) 

rertormaiice ana customer performance plan, the Service established targets of 93 percent on-time 
Satisfaction delivery of ovemi^ First-Class Mail. The Sendee reported that it 

delivered about 94 percent of overnight First-Class Mail on time in the first 
3 quarters of fiscal year 2000. If this performance were sustained for the 
fourth quarter, it would represent a recoixl levd of annual performance 
since the Service b^an its current measures in the early 1990s. The 
Service also established a target of on-time d^very fca* 2/3-day First-Class 
Mail — ^which accounts for more than half of First-Class Mail volume — of at 
least 87 parcent, witfi at least l-percent improvement over the previous 
fiscal year. For the first 3 quarters of fiscal year 2000, the Service reported 
that on-time performance for 2/3-day First-Class Mail was about 85 
percent compared with about 86 percent for all 4 quarters of fiscal year 
1999. 


The Service Faces an 
Uncertain Future 


In addition, the Service recently reported that 92 percent of residential 
customers surveyed by the Gallup Organization rated its overall service as 
excellent, veiy good, or good, including 29 percent who rated their overall 
service as excellent, 42 percent as very good, and 21 percent as good. 

We testified last year before this Subcommittee that the Service may be 
nearing the end of an era as it feces growing challenges from competition, 
notably fix)m private delivery companies and electronic communications 
alternatives such as the Internet. The Service and some stakeholders agree 
that growth in the Service’s core business of delivermg First-Class Mail has 
already been affected by the rapid growth of the Internet, electronic 
communications, and electronic commerce Service officials expect that 
competition will lead to declines in Fii-st-Class Mail volume in tire next 
decade and a consequent loss of revenues. 

The Service achieved its best ever financial and service performance over 
the past 5 years. However, according to the Postmaster General, the 
Service has encountered increasing difficulties in meeting this year’s goal 
of $100 miHion in net income. The Service recognizes that it faces 
challenges from a dynamic and versatile marketplace, changing customer 
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demands, and more alternative delivery options that provide greater 
choices for customers. 

As an example of trends that have affected the Service’s mail volumes, at 
the federal level, government agencies are mandated to move as quickly as 
possible to reduce paperwork and to adopt electronic billing and payment. 
Of the 880 milbon Social Security checks, tax refunds, and other payments 
sent by the Department of the Treasury in fiscal year 1999, 68 percent were 
sent electronically rather than mailed. According to the Service, this 
resulted in $180 million in lost First-Class revenue. Further, according 

to a postal operations survey conducted by the American Bankers 
Association, the banking industry reduced its mail volume in 1999 by 
almost 18 percent compared with its 1996 level. 

In fiscal year 2000, the Service’s total mail volume has grown by 2.7 
percent through accounting period 12 (August 11, 2000) compared to the 
same period in fiscal year 1999, which has been less than the 3.8 percent 
called for in the Service’s Integrated Financial Plan for fiscal year 2000. 
This difference has contributed to a shortfall in the Service’s revenues 
compared with what it had originally budgeted for, and thus made it more 
difficult for the Service to achieve its target of $100 million in net income 
for fiscal year 2000. Earlier this month, the Deputy Postmaster General 
testified b^ore Coi^ress that it is unprecedented for mail volume to grow 
at such a slow rate given the strong grovith in the general economy, which 
has been associated with faster mail volume growth in the past. 

As figure 1 shows, for fiscal year 2000 through accounting period 12, the 
Service’s mail volume growth rate had not reached its prcgected growth 
rate for fiscal year 2000*— which ended on September 8, 2000— for its 
major mail categories: 

First-Class Mail volume increased at a 1.3- percent rate in fiscal year 2000 
through accounting period 12, compared with the same period in fiscal 
year 1999. The Service had projected a 2.6 percent growth rate for First- 
Class Mail in its Integrated Financial Plan for Fiscal Year 2000. 

Standard A (primarily advertising) mail volume increased by 4.9 percent 
during this period, which was somewhat less than the 5.7 percent rate 
projected for the full year. 


' "nie dates that Service fiscal years end vary by year and conform to the Service’s 13-perlod accounting 
year. Accounting period 12 ended wi Aug. 11,2000, and accounting period 13 ended on Sept. 8, 2000. 
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• Priority mail volume increased by 3. 1 percent during fiscal year 2000 
-through accounting period 12. Ttie Service's plan had projected a 4.1 
percent increase for fiscal year 2000. 

Figure 1 : Fiscal Year 2000 MaM Volume Percentage oi growth in mail 

Growth Rate Has Been Less Than 

Projected 6 5 . 7 % 



□ 


Mail volume growth rate fiscal year 2000 through Aug.1 1 , 2000 
Prided mail voluma growth rate for fiscal year 2000 


Source; Postal Service Financial and Operating Statements, fiscal year 2000 through accounting 
period 12 (August 11. 2000), and Fiscal Year 2000 Integrated PInanclel Plan. 

To put these results into context, First-Class Mail, Standard A mail, and 
Priority accounted for the vast m^ority of the Service’s total mail 
volume, total revenues, and total contribution to pay for institutional costs 
(see figures 2 and 3). 
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Figure 2; Composition of Service Mail Volume and Corresponding Revenues, Fiscal Year 1999 
Mall Volume Mall Revemie 




Total mail pieces in billions * 201 .6 Total revenue in billions = $60.4 


Note1: International mail revenue indudss fOTei^ postal transaction revenue. 

Note 2: Parentages may not add to 100 due to rounding. 

'Other Eludes Express M^, periodic^s. ^emational maU, Standard mail (6), U.S. Postal Service 
.maS, tree mail for the blind and .nandicap^, and mallgrams. 

Source: Service's 1999 Annual Report 
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Figure 3: Net Contribution to Overhead, 
Fiscal Year 1999 



Total dollars in billions = $25.5 


Note: Percentages may not add to 100 due to rounding, 

‘Other includes Express Mail. periorScals, international mail, standard mail (B), U.S. Postal Service 
mail, free mail for the bliitd and handicaf^ed, and mailgrams. 

Source: Sennoe documents, fiscal year 1999. 


Looking ahead, the Service’s S-Year Strategic Plan for Fiscal Years 2001 
through 2005 stated that the substitution effect from new technology on 
the Service’s mail volume is expected to have a significant impact on 
contribution (or margin). The Strategic Plan reported that the expected 
declines are likely to be in the categories of mail that the Service handles 
most efficiently — Pirst-CIass bills and payments. 

The Strategic Plan stated that for the first time, the Service has adopted a 
planning assumption that the long-term dose relationship between the 
growth of the economy and mail volume will change in the future, leading 
to declining mail volumes for Fim-Class Mail and eventually even 
Standard A mail, "nie Service’s assumption for its baseline scenario is 
based on its expectation of “moderate diversion” of First-Class Mail to 
substitutes such as Electronic Bill Presentment and Payment and e-mail. 
The baseline scenario presented in the Service’s Strategic Plan is 
somewhat more pessimistic than the baseline scenario that the Service 
reported to us last year and that was included in our testimony before your 
Subcommittee. The current baseline scenario cdls for total mail volume 
to increase less, start to decline 1 year sooner, and to decline to a greater 
extent than last year’s baseline scenario. 
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The Implications of Mall 
jlume Trends for the 
Service 


However, the Service is also considering the possibility that mail volume 
may decline even sooner and faster than it does in its revised baseline 
scenario. The Strategic Plrni reported that most external experts suggest a 
“rapid divaraon scenario” where diversion would occur more rapidly, and 
also impact Standard A mail volumes as interactive Internet advertising 
reduces traditional targeted advertising mail and catalogs. 

The Strategic Plan noted that, like many organizations, the Service was 
unable to predict the speed at which the Internet has changed the 
American economy. The Strategic Plan stated that there is broad 
agre^nent that the Service will face significant threats from electronic 
substitution, and that mail volumes, especially in First-Class MaU, are 
likely to decline in the near future. However, as the plan recognized, there 
is considerable uncertainty about the timing and rate of diversion, as well 
as whether the Service can or should do anything about it. 


Althou^ it is difficult to predict the timing and magnitude of further mail 
volume diversion and potential financial consequence, the Service has 
begun to plan how it would address a range of such scenarios. The 
Service’s Acting Chief Financial Officer told us that because of the 
uncertainty concerning future mail volume trends, the Service considers it 
prudent to develop a range of scenarios and do contingency planning for 
them. He told us that it takes time for an organization as large and as 
complex as tiie Service to plan and prepare for the m^or operational 
changes that would likely be necessary in the event of substantial declines 
in the Service’s mail volume. He also noted that the Vice-Chairman of the 
Service’s Board of Governors said earlier this month that because the 
Service does not know how fast or how much the Internet will change the 
Service’s business model, the stakes are high and the Service cannot wait 
to be certain before it acts. 

The Service’s basic strategy is a combination of aggressive cost-cutting and 
new revenue generation. The Service’s Strategic Plan stated that the 
Service expects that if electronic diversion does not shift into high gear, 
leading to more rapid volume decline, then it can sustain its viability over 
the next 5 years by dramatically cutting costs and seeking new revenue 
sources within the current regulatory srtructure. However, the Strategic 
Plan noted that if postal markets change over the next 5 years faster than 
currently anticipated, postal management and stakeholders will need to 
address a number of issues, including 

• the definition of universal postal service, 

• the potential realj^mnent of service standm'ds, and 
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• the configuration of current operations and infrastructure. 

The Strategic Plan warned that historic increases in productivity and 
aggre^ve mana^^ent of the size of the Service workforce already are 
anticipated, 'llierefore, according to the Strategic Plan, if the volume 
decline is as drastic ^ some experts have forecast, specially in critical 
mail categc»ies currently carrying the burden of contribution to 
institutional overhead, postal rates are likely to increase dramatically for 
the remaining mail volume. Further, other categories of mail would also 
be affected. Although the Strategic Plan noted that any prediction of the 
impact of mail volume 5 years in advance is almr^t certain to be flawed, 
the Service anticipates the need for a “structural transfoimation” that is to 
include, among other things, achieving “brealdhrou^ productivity.” 


The Service reported to us that the increase in its overall prodhictivity for 
fiscal year 2(K)0 through accounting period 12, as measured by Total Factor 
Productivity (TFP), was 2.2 percenL* If this increase were sustained for 
the full fiscal year, it would represent the fifth-largest annual increase in 
postal productivity since 1970, and tire largest increase since fiscal year 
1993. Nonethel^, since postal productivity declined in 5 of the last 6 
fiscal years (from 1994 through 1999), a 2.2 percent productivity increase 
in fiscal year 2000 would translate into a cumulative productivity increase 
of only 1.5 percent from fiscal year 1990 to fiscal year 2000. Fu^er, postal 
productivity would thereby increase by only 12.2 perceirt since 1970- 
despite the vast changes in postal automation and postal operations that 
have occurred in the past 3 decades. 

En addition, a 22-percent increase in postal productivity would be less than 
the 3. 1-percent increase that was incorporated into the Service’s 
Performance Plan for Fiscal Year 2900. The Service told us on September 
7, 2000, that “Because of the Postal Service’s financial and operational 
success in FY 1999, the actual productivity improvement estimated to be 
required to achieve its FY 2000 net income plan of $100 million was revised 
to 2.1 percent.” However, it is unclear whether such a productivity 
improvement would be sufficient for the Service to meet its net income 
goal. As reported in the press, the Postmaster General smd at the end of 
August that the Service could record a deficit up to $300 million for fiscal 
year 2000. 


Recent Productivity 
Changes and the Challenge 
f Achieving Breakthrough 
,roductivity 


'TFP measures the changes in tne relationship between the Service’s outputs and resources expended 
in producing those onQ>uts. The Service's main oidputs are mail voltunes and servicing an expanding 
ctebveiy network- By tracking ouQiuts and resource usage, 'I'h'l' provides a measure of hlstcsical 
pafonnance. 
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As the Sendee and key stakeholders have recognized, long-term increases 
in its productivity will be essential to its future success. For example, the 
Mailers Council, a coalition of mailers and mailing associations, reported 
this March that increasing competition, operating and cost management 
constraints — ^some imposed by outside entities — as well as the 
consequences of management decisions, have influenced a decline in the 
Service’s productivity in past years.® The report stated that: “As a result of 
these factors, at a time when every competing technology is becoming less 
expensive, the cost of using the nation’s mail system is becoming more 
expensive. To ensure the Sendee's survival, therefore, the Mailers Council 
believes postal management must focus its considerable skills and 
resources on those factors it can control, and thereby generate needed 
productivity gains.” The report noted the need for the Sendee to reduce its 
costs and become more efficient to achieve productivity gains. 


As we testified last year, the Service’s ability to maintain financial viability 
by controlling costs, improving productivity, and enhancing revenues 
presents a continuing challenge. We have reported that the Service’s 
continued success will dei>end heavily on its ability to control operating 
costs, and that the Service has recognized that it needs aggressive cost 
management to avoid unwarranted costs. The Service has made some 
progress this year in controlling costs through reducing the number of 
workhours. For fiscal year 2000 through accounting period 12, the Service 
reported it had reduced the total number of workhours compared to the 
same period in fiscal year 1999 while, at the same time, increasing the 
number of delivery points in the postal network. 

In his March 20, 2000, speech at the National Postal Forum, the Postmaster 
General said that the Service intends to reduce expenses by at least $4 
billion by 2004. He estimated that about $700 million a year would come 
from “breakthrough productivity" in the mail processing system, while 
about $100 million annually would come from overhead reductions, about 
$100 million annually from reducing transportation costs, and about $100 
million aimually from more efficient paperwork and purchasing. However, 
on August 1 1, 2000, the Service told the PRC that: “The amounts from the 
PMG’s speech represented an aggressive challenge to the organization 
rather than a blueprint for specific cost savings.” The Service said that it 
expected to achieve only $744 million in cost savings in the “test year” (i.e., 
the year after the proposed rate increase would go into effect), largely 
because it expected to achieve only $466 million of the c^ed-for $700 
million in cost savings in mail processing and other operations. The 


^ Postal Service Productivitv: Real Improvements Needed Now. Mailers Council, Mar. 8, 2000. 
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Service said that it “reco^iizes the difficulty in achieving the aggressive 
cost, reduchtms in fiscal year 2001, the first year of the BreaMhrough 
Productivity Initiative.” Given this response, questions for continued 
oversight include ttie following: 

• What does the Servit^ consider to be breakthrou^ productivity? 


• How does the Service expect to achieve breakthrough product, ivity? 


• When does the Service expect to achieve breakthrough productivity? 


Continuing Disagreements 
in Labor-Management 
Relations 


We continue to believe that the Service and its m^or postal labor unions 
and management associations need to focus on common approaches for 
addr^sing persistent labor-management relations problems, thereby 
improving the Service’s work environment and helping it maintain its 
competitive positiwi. The August 2000 Reooit of the Postal Service 
Commission On A Safe and Secure Workplace noted that “A sea change in 
attitudes of all of the parties— -and an environment of trust— will be 
required to slash the number of grievances and reshape compensation 
systems. Tlus will require a sustained effort.” The report said that in order 
to eliminat.e sources of friction, postal management, unions, and 
management associations must work together. 


Further, the report noted that the Service had an enormous backlog of 
more than 126,000 grievances, and that more than 6,300 grievances were 
arbitrated in fiscal year 1999. By way of compariscm, in the entire 
automobile industry, with about 400,000 bargaining employees, only 11 
grievances reached arbitration in 1998, according to the report Several 
federal agencies contacted by the Commission also reported only a few 
arbitrations a year. Further, the report said that the Service has 
procedures similar to some other organizations that do not have such 
unusually large numbers of complaints. The report said that the annual 
cost of postal grievances was recently estimated at $217 million, with a 
small industry of more tlian 300 aribtrators handling postal cases. At the 
same time, ihe report recognized that grievances in the backlog are 
related issues grieved separately, such as 40,000 grievances filed by the 
American Postal Workers Unicm in a dispute over wash-up time in the New 
York district. 


The Service reported to us that, as of the end of fiscal year 1999, out of 
about 708,000 bargaining unit employees, about 114,000 griev'ances were 
awaiting arbitration at the regional level, up slightly from 112,000 a year 
ago. However, tire Service also reported that about 97,000 grievances had 
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been appealed to step 3^ down from about 1 12,000 a year ago. In addition, 
the Service’s General Coimsd told us tliat the Service’s Resolving 
Employee Disputes, Reaching Equitable Solutions Swiftly (REDRESS) 
program had help^ to reduce the number of Eqv^ Employment 
Oppoitunity (EEO) complaints, reversing the past trend toward more EEO 
complaints. 

Altliough any progress in this area is encouraging, we are concerned that 
contanxiingdis^reemenls in iabor-inanagement relations may impede 
efforts to achieve improvements in postal productivity. As some 
stakeholders have noted, keeping the Service financially viable while 
maintaining the level and scope of universal postal service is expected to 
become increasingly difficult. A recognition tliat similar survival issues 
were at st^e helped lead to m^or improvements in labor-management 
relations in the auto industiy. Thus, a key question for oversight is 
whether the Service, its labor unicms, and its management associations 
share the same sense of urgency in improving labor-management relations 
and finding conunon ground to address long-standing problems in the 
workplace. 


The Need for Complete and 
Reliable Information on 
Postal Performance 


In another key area for congressional oversight, we believe Uiat complete 
and reliable peifonnance data wUl be essential for the Service, Congress, 
and stakeholders to monitor the Service’s progress towards meeting its 
goals. The Service has recognized the need for more accurate and 
complete information on postal performance. In its Stialegic Plan, the 
Service stated tiiat it will invest in a new “Infonnation Inftastructure” to 
achieve three goals: streamline interaction with customers; provide more 
timely, accurate, and relevant information to effectively manage 
operations and reduce costs, improve service performance and sustain 
quality; aird provide more timely, accurate, and relevant infonnation to 
locate costs and improve productivity. The Service said that it plans to 
spend ^>out $2 billion on various information systems over the nejct 5 
years and to develop an "Infonnation Platform” to help it manage its 
resources more effectively and efficiently. 


While we encourage the Service to continue its efforts to improve its 
performance information, we remain concerned about the quality and 
transparency of the Service's performance infonnation. We have reported 
on, and are continuing to monitor, opportunities for improvement in the 
Service’s performance information. Specifiically: 


’ step 3 grievances are grievances that have been appealed by the unions to the area level because they 
could not be resrrfved at ttie plant or district levels. 
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• In our testimony last year before this Subcommittee, we highlighted the 
need for the Service to take action to address long-standing issues related 
to the quality of data used in ratemaking and recommended that the 
Postmaster Greneral report to congressional oversight subcommittees on 
the actions taken and planned in this area/ The Service pledged to 
periodically report on progress in implementing the recommendations of a 
study that was initiated by your Subcommittee on the quality of data used 
by the S«vice in setting mtes. In its latest report to your Subcommittee in 
July 2000, the Service documented actions taken and planned to improve 
the quality of rate-settir^ data. The report also contained much useful 
information on the status of each of the outstanding recommendations as 
well as the resources devoted to improving data quality. 

• Our recent report on the Service’s e-commerce initiatives found 
deficiencies in the financial information the Service provided for the e- 
commerce activities that raised concerns about the accuracy and 
completeness of the financial reporting for e-commerce activities.® We do 
not believe the e-commerce financial data that the Service provided was 
sufficiently complete and reliable to be used to assess its progress toward 
meeting its overall financial performance expectation, which is that 
revenues generated by e^onunerce products and services in the aggregate 
are to cover the Service’s direct and indirect costs as well as make a 
contribution to overhead. The Service agreed with our recommendation 
that it provide complete and accurate information on costs and revenues 
for the financial data on e-commerce initiatives and said it is instituting a 
standard financial reporting procedure in this area. Actions the Service has 
reported taking are important and need to be effectively implemented. 

• On November 6, 1998, the Service reported to your Subcommittee that: 
“We recognize the need to provide oiu* customers with specific measures 
of delivery performance for all oui products and services.” The Service 
said it intended to use a phased approach to develop measures as soon as 
possible for products such as Periodicals. However, the Service’s 5-Year 
Strategic Plan for fiscal years 2001 through 2005, which was approved by 
the Board last month, stated that “Currently, an internal system is used to 
measure delivery within requested windows for only a small portion of 
Standard A and Periodicals mail. The need to build a better indicator is 
clearly necessary if we are to satisfy the need of our advertising and 


* u s. Postal qh illlf rf'***’ to Sus*«yt yftg P^rformanci 
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periodical customers in the future Over the next several years, 

technology will enable the USPS to develop service performance 
measurement systems for all major categories of mail and for miy new 
services introduced to the market ” Thus, the Service has recognized the 
need for improvement in its performance measures for mail delivery but 
this task will r^nain incon^)lete for some time to come. As we reported in 
January 1999, it will be important for the Service to develop results- 
oriented measures for its critical fimctions and program areas, as intended 
by the Government Perfonnance and Results Act of 1993 (GPRA).’ 

In addition, we are releasing today our report that discusses the Service’s 
fiscal year 1999 performance report and the fiscal year 2001 preliminary 
performance plan that are required under GPRA. In our report we 
identified some positive aspects, however, we are concerned that the 
Service’s perfonnance plans and performance reports may not have been 
as useful to Congress, postal managers, and others as they could have 
been. As we reported, we believe that in preparing future perfonnance 
plans and performance reports, the Service needs to focus more acutely on 
providing and presenting information that is clear and understandable. 
Accordingly, we made recommendations for improvements so that 
interested parties would be able to more easily determine how well the 
Service is improving performance and achieving its goals, as intended by 
GPRA, 

Although we recognize that this was the first year that the Service 
published a performance report, we have some concerns regarding the 
way information was presented. For example, we believe it was 
misleading for the Service’s fiscal year 1999 performance report to 
highlight that the Service exceeded its targets for overnight and 2/3 day on- 
time deliveries, particularly when there was not an accompanying 
acknowledgement that less than a full year’s performance was used in 
making that determination. The Service’s fiscal year 1999 performance 
plan established 93 and 87 percent targets for on-time delivery for 
overnight and 2/3 day First-Class Mail, respectively; and portr^ed these as 
annual targets. When all 4 quarters of fiscal year 1999 performance data 
were aggregated, the Service met, but did not exceed, its goal of 93 percent 
on-time deliveiy of overnight First-Class Mail. It also delivered 86 percent 
of the 2/3-day First-Class Mail on time — 1 percentage point less than the 
established target of 87 percent. The Service’s performance for all 4 
quarters of fiscal year 1999 either met, or came close to meeting the 
established targets. Therefore, we question why the Service chose to 


' Major Management Challenges and Program Risks: U.S. Postal Service (GAO/OCG-99.21, Jan. 1999). 
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highlight information that did not include performance for the full fiscal 
year, including its jierformance during its heaviest volume period — the 
holiday mailing season. 

We also assessed the Service’s fiscal year 2001 preliminary performance 
plan. Some of the positive aspects of this plan included additional 
performance indicators and targets for selected subgoals, such as targets 
for (1) overaD customer satisfaction (residential and business); (2) 
resolving anployee complaints (Resolving Employee Disputes, Reaching 
Equitable Solutions Swiftly-REDRESS); and (3) the Voice of the Employee 
survey — ^which is the vehicle used by the Service to improve its 
understanding of employee issues and concerns. However, several 
subgoals, indicators, and targets that were included in the Service’s fiscal 
year 2000 performance plan were dropped from the fiscal year 2001 
preliminary performance plan. Dropped subgoals included (1) keeping 
price increases at or below the rate of inflation, (2) controlling costs by 
achieving productivity gains, and (3) restoring equity. The preliminary 
performance plan did not fully explain why these three subgoals, 
indicators, and targets were dropped. In May 2000, the Board of Governors 
stated that it had decided to restore Total Factor Productivity as a 
national-level results indicator. However, if the Service does not set a goal 
concerning price increases, it will be more difficult to hold the Service 
accountable for its performance in this area. 

Our report makes recommend^ons to the Postmaster General regarding 
specific opportunities for improvement concerning both the Service’s 
fiscal year 2001 preliminary performance plan and its fiscal year 1999 
perfonnance report In commenting on our draft report, the Service 
generally agreed with the facts and said it planned to implement the 
report’s recommendations. 


Our Work Related to 
Other Postal Issues 


I would now like to provide you with a brief summary of work we have 
completed on other postal issues since the fall of 1999. This work resulted 
in reports and/or testimony on (1) the Service’s electronic commerce 
activities, (2) diversity in the Service, (3) the Breast Cancer Research 
Semipostal Stamp, (4) acceptance controls for business mail, and (6) the 
Department of State’s impl«iientation of its international postal 
responsibilities. In addition, we have ongoing work related to supervisory 
pay differentials. 
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Electronic Commerce September 7, 2000, we testified and issued a report® on the Service’s 

electronic commerce initiatives. We reported that the Service is in the 
early st^es of implementing an electronic commerce (e-commerce) 
program. It has taken steps this year to develop and implement e- 
comraerce activities, including developing a definition of its e-coramerce 
initiatives, identiJ^di^ e-commerce and related initiatives, and establishing 
a process for approving these initiatives. The Service identified seven e- 
commerce initiatives involving products and services meant to facilitate 
the movement of messages, merchandise, and money in ways that require 
the use of the Internet and generate revenues for the Service. The Service 
also outlined overall e-commerce goals and strategies and developed some 
performance targets for its e-commerce initiatives. However, we identified 
three problem areas relating to the Service’s management of its e- 
commerce area: 

• inconsistencies in identifying e-commerce and related initiatives and in 
reporting the status of these activities that made it difficult for us to ensure 
we had a complete and accurate picture of the Service’s e-conunerce 
activities; 

• inconsistencies in following the required process for reviewing and 
approving its e-commerce initiatives, which raised questions as to whether 
the initiatives were appropriately planned and reviewed; and 

• deficiencies in the financial information the Service provided for the e- 
conunerce activities that raised concerns about the accuracy and 
completeness of the financial reporting for e-commerce activities. 

To help ensure more effective management and oversight of the Service’s 
e-commerce activities, we recommended that the Postmaster General (1) 
take appropriate actions to help ensure that e-commerce and related 
initiatives are appropriately identified and maintain accurate and complete 
information related to the status of these initiatives; (2) follow processes 
and controls that have been established for developing and approving e- 
commerce initiatives; and (3) provide complete and accurate information 
on costs and revenues for the financial data on e-commerce initiatives. 

The Service endorsed our recommendations and reported that it is taking 
action to implement them. 


* U.S- Postal Service: Electronic Commerce Activities and Legal Matters fGAO/T-GGD-00-195. Sept. 7, 
2000). 

’GAO/GGrMJO-lSB. 
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In the legal area, the Service provided its views on how various laws and 
regulations apply to its e-commerce activities. The Service said that its 
unique status as an independent establishment of the executive branch 
gives it broad legal authority and discretion to offer e-commerce products 
and services in ways that the Service finds appropriate to its assigned 
functions and in the public interest. The Service, some competitors, and 
others have conflicting views on the extent of the Service’s legal authority 
to offer e-commerce products and services and under what circumstances 
it should offer such services. 


During the past year, we issued two reports to Congressman Chaka Fattah, 
the Subcommittee’s Ranking Minority Member, concerning employee 
diversity and Equal Employment Opportunity (EEO) issues. Specifically, 
we issued a report in March 20(XI, on the representation of women and 
minorities in the Postal Career Executive Service (PCES),*® and in June 
2000, a report on diversity in district management-level positions.^^ 

In our March 2000 report, we provided information on the representation 
of women and minorities In PCES, which includes officers and executives. 
Among other things, we determined that at the end of fiscal year 1999, 
women and minorities represented about 35 percent of the PCES 
executive workforce compared to their representation of about 58 percent 
in the Service’s overall workforce. We also found that women and 
minority representation among the Service’s PCES executive workforce 
was about 35 percent compared with about 32 percent in the federal 
government’s career Senior Executive Service (SES), excluding the 
Department of Defense (DOD). 

The Service reported that it had various efforts imder way or planned that 
related to increasing diversity among its PCES executives. For example, in 
November 1998, the Service required that its PCES merit performance 
evaluation process address diversity-related activities in individual 
executive performance objectives and that executives be accountable for 
the accomplishment of those objectives. The Service also reported that it 
had developed man^^ement training programs to help employees better 
manage their careers, and had established a diversity oversight group to 
oversee corporate diversity initiatives. 


U.S. Postal Service: Divetsitv in the Postal Career Executive Service (GAO/G<JD-00-76, Mar. 30, 
2000 ). 

" U.S. Postal Service: Diversity in District Management-Level Positions (GAO/GGD-00-142, June 30. 
2000 ). 
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Our June 2000 report focused on diversity among 83 postal districts 
located throughout tiie United States.*^ More specifically, it provided 
information on the representation of women and minorities (in the 
Service’s districts) in levels 16 through 26 of the Service’s Executive and 
Administrative Schedule (EAS).“ The report also provided more detailed 
information on the representation of women and minorities in EAS levels 
16 through 26 for the Chicago, IL, and Akron, OH, postal districts; 
initiatives implemented to promote diversity; and lessons identified by 
district officials that related to increasing diversity in those two districts. 

At the end of fiscal year 1999, women and minorities in the Service’s 
districts represented a district average of about 49 percent of the EAS 16 
through 26 workforce compared with their average representation of about 
56 percent across all district workforces (excluding EAS levels 16 through 
26). Women and minority representation in EAS levels 16 through 26 in the 
Service’s 83 districts ranged fi'om a low of about 22 percent in the 
Middlesex-Central district office to a high of 95 percent in the Los Angeles 
district office. Concerning the representation of women and minorities in 
the Chicago and Akron district offices, at the end of fiscal year 1999, in 
Chicago, women and minorities represented about 93 percent of the EAS 
16 through 26 workforce compared with their overall workforce 
representation of 92 percent. In Akron, for this period, women and 
minorities represented about 41 percent of the district’s EAS 16 through 26 
workforce compared with their overall workforce representation of about 
46 percent. 

Both districts implemented several diversity-related initiatives, such as 
various training programs, including national programs to increase the 
representation of women and minorities in levels 16 through 26. In 
addition, to improve other a^ects of diversity, both districts were using 
REDRESS (Resolve Employment Disputes, Reach Equitable Solutions 
Swiftly), a national alternative dispute resolution program, to facilitate 
discussion between managers and employees on individu^ EEO complaint 
issues. Locally, Chicago and Akron officios had also developed their own 
individual initiatives and had identified several lessons related to 
increasing diversity in their districts’ EAS 16 through 26 workforces, which 
included (1) management must demonstrate its commitment to diversity; 


“ The Service has 85 districts. We did not include two district offices— San Juan and Honolulu— in our 
report because they were missing significant amounts of data on sex and /or race/ethnic origin 

“ The EAS workforce consists primarily of employees in EAS levels 11 through 26 positions. EAS 
managem^t-level positions generally start at EAS 16 and include such positions as postmaster, 
manager of customer services, and manager of postal oijerations. 
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(2) training and career development programs must be made available to 
provide opportunities for women and minorities to ascend to supervisory 
and management-level positions; and (3) an environment that encourages 
communications and cultural appreciation between management and 
employees must be established. 

Regarding the alleged EEO concerns at the Youngstown, OH, postal site, 
although the number of EEO complaints had increased between fiscal 
years 1997 and 1999, it was not clear whether the complaints stemmed 
from alleged discrimination, lack of communications, or 
labor/managanent problems. District records showed that the number of 
EEO complaints in Youngstown increased in fiscal year 1999. However, as 
of May 2000, 51 of the 57 complaints filed were closed. Of these, one 
resulted in a finding of discrimination. According to some district and 
union officials, EEO complaints in Youngstown were based little, if at aU, 
on discrimination, but rather on poor communications among manageis, 
supervisors, and employees or poor labor/management relations. 

In our June 2000 report, we recommended that the Service reassess the 
EEO situation in Youngstown to determine what the issues were with 
respect to the workplace environment, such as discrimination, 
communications, or labor/management relations; and what additional 
actions need to be taken. The Service concurred with our 
recommendations and told us that they intended to implement them. 


Breast Cancer Research ^ 2000, we reported on the Service’s Breast Cancer Research 

Stamr) Semipost^ (BCRS) stamp.“ We also participated in a hearing on the BCRS 

" of the Senate Subcommittee on Internationa Security, Proliferation, and 

Federal Services, Committee on Governmental Affairs, in May 2000.“ The 
Stamp Out Breast Cancer Act of 1997 directed the Postal Service to 
establish a special stamp — known as a semipostal — to raise money for 
breast cancer research. Tlie BCRS was to be available for sale through 
July 28, 2000 — 2 years fix)m the date it was issued. The BCRS was the first 
stamp ever issued by the Service to raise money for nonpostal purposes. 
The BCRS costs 40 cents, and is valid for the 33-cent First-Class postage 
rate, leaving 7 cents as surcharge revenue. The act provided that the 
Service was to deduct from the surcharge revenue the reasonable costs it 
incurred in carrying out the act, including those attributable to the 


” Brpaat Stamp: MUlions Raised forBesgarch, but Better Cost Recovery Criteria 

Needed (GAO/GGD-OOaO, Apr. 28, 2000). 

Breast Cancer Research Stamc: Millions Raised for Research, but Better Cost Recovery Criteria 
Needed (GACVT-GGI>00-137, Ma^25. 2000). 
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printing, sale, and distribution of the BCRS, as determined under 
regulations it shall prescribe. The Service was to remit the remaining net 
proceeds from the surcharge revenue to the National Institutes of He^th 
(NIH) and DOD for breast cancer research. Seventy percent of the net 
proceeds were to go to NIH, with the remaining 30 percent to go to DOD’s 
medical researdti program. 

In reviewing the BCRS, we concluded that it has been an effective fund- 
raiser. It has raised millions of dollars and, at the same time, has been 
convenient and voluntary. In addition, the public and most of the key 
stakeholders we qioke with believed it appropriate to use seimpostals 
issued by the Service to raise funds for special, nonpostal purposes. 

Throughout our review, however, we were concerned that the Service had 
not formalized its criteria for determining what costs would be recouped 
from the surcharge revenue generated by the BCRS. Additionally, we were 
concerned that the Service was not consistently applying its informal 
criteria for making such determinations to all costs being tracked. We 
recommended that the Poshnaster General promptly issue regulations that 
dearly state the Service’s criteria for determining which costs are to be 
recouped from the BCRS surcharge revenue and ensure that the criteria 
are consistently applied to all costs. In response to that recommendation, 
the Service recently issued regulations formalizing its criteria for making 
the required reasonable cost determinations associated with the BCRS. 

In July 2000, Congress expre^ed its satisfaction with the BCRS by sending 
legislation to the President to extend the BCRS sales period for 2 years and 
grant the Service the authority to issue semipostals. The President signed 
that legislation into law on July 28, 2000 (Public Law No. 106-253). As of 
July 28, 2000, the Service reported that the BCRS had raised about $16 
million for breast cancer research. 


Acceptance Controls for 
Business Mail 


In November 1999, we reported on Service changes to improve acceptance 
controls for business mail.'* We did this work to determine whether the 
Service had made changes we recommended in 1996 and whether those 
changes were working.'’ 


** U.S. Postal Service: Changes Made to Improve Acceptance Controls for Business Mail (GAO/GGD-00- 
31, Nov. 9, 1999). 

*’ U.& Pqgt^ Service: Sponger Mail Accaptarce Controls Could Help PrevenlLBeyenue_I/3sses 
(GACVGGD^126, June 25, 1996). 
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The Service discounts postage rates to customers who barcode and 
presort their busing mail b^ore submitting it in bulk quantities to the 
Service for acceptance processing. The discounted postage rates 
compensate customers for performing work that otherwise wcHiId haw to 
be done by the Service and recognize the Service’s lower cost of 
processing such mail on automated equipment. 

We reported in June 1996 that the Service did not have adequate controls 
ove- ttie acceptence of business mail. The Service could not er^ure that 
customers had properly prepared their business mail and were therefore 
eligible to receive the discounted postage rates. As a result, the Service 
did not have reasonable assurmice that all significant amounts of revenue 
due from bulk business mailings were correctly identified and received. 

Our follow-up review found that the Service had made changes to its 
controls over the acceptance of business mail that were generally in line 
witlt toe recommendations we made in 1996 and that should help prevent 
revenue losses. For example, toe Service (1) developed and implemented 
a risk-based approach for veri^dng the eligibility of high-risk customers to 
receive discounted postage rates and (2) made changes to its presort 
verification, supervisory review, and documentation requirements to help 
provide more assurance that these functions are performed. 

Notwithstanding these actions, hoAvever, we could not determine whether 
all of the changes were working servicewide because data needed to make 
such a detOTOination were not available. Further, we found evidence that 
supervisory reviews of revised business mail acceptance procedures were 
not always performed at the locations we visited. The Inspection Service 
also found that required verifications were performed properly at some 
locations but not at others, and that business mail acceptance-unit 
employees needed additional training at some locations but not at oto^. 
We concluded that there was sufficient evidence that the Service still did 
not have assurance that supervisory reviews of required mail verifications 
are performed. In addition, we stated that the Service had not fully 
addressed our recommendation that it develop information for evaluating 
toe adequacy of its business mail acceptance contiols. 

We recommended that toe Po^master G«terai direct Service officials to 
develop and implement approaches for providing reasonable assurance 
that (1) required supervisory reviews of presort verifications are done and 
(2) business mail acceptance controls are working as intended to prevent 
improperly prepared mailings from entering the inail stream at reduced 
po^ge rates and to minimise the rework required by the Service to 
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correctly process and deliver such mail. In response to our 
recommendations, the Service told us that it has implemented a service- 
wide reporting requirement each accounting period on the number of 
supervisory reviews of presort verifications conducted and developed a 
number of tools and acceptance control procedures that will allow the 
Service to hdp mailers achieve a consistently high level of presort 
accuracy for Iheir mailings. 

While we are encouraged by the Service’s ongoing efforts to improve its 
controls over business mail acceptance, we remain concerned by 
continuing problans. For example, the Postal Service’s Office of the 
Inspector General (OIG) recently conducted an audit to determine the 
validity of mailers’ concerns about the identification, a4judication, and 
collection of revenue deficiencies. Among other things, OIG reported that 
mail acceptmice personnel were not fiiUy knowledgeable of overly 
complex rate standards, and that the Service lacked a comprehensive 
management information system for the revenue assurance process, 
reliable revenue deficiency data, and thresholds for assessing deficiencies. 


We believe that postal management must, for the foreseeable future, 
remain vigilant in monitoring and maintaining the controls over all facets 
of business mail acceptance. As we noted in our November 1999 report, in 
fiscal year 1998, business mail accounted for 49 percent of the Service's 
$68 billion in total mail revenue and 66 percent of the nearly 200 billion 
mail pieces handled by the Service. Accurately determining and collecting 
postage for business mail are critical to the overall financial he^th of the 
Service. 


The Department of State’s 
International Postal 
Responsibilities 


In January 2000, we reported on the Department of State’s implementation 
of its international poi^ responsibilities.^® Public Law 105-2’77, enacted 
October 21, 1998, amended 39 U.S.C. 407 to give the Department of State 
primary responsibility for the formulation, coordination, and oversight of 
policy regarding United States’ participation in the Universal Postal Union 
(UPU). The UPU is a specialized agency of the United Nations that 
governs international postal service. The major changes resulting from the 
1998 act that related to the UPU included (1) transferring primary 
responsibility for U.S. policy regarding the UPU from the Service to the 
Department of State and (2) requiring the Department of State and the 
Service to consult with private providers and users of intemation^ postal 
services, the general public, and such federal agencies and other persons 


'* Postal I.*™***^- The DepartmentofState’s Implementation of Its International Postal Responsibilities 
(GAO'GGIMKMO. Jan. 31, 2000). 
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that each considers ^jpropriate in carrying out its respective international 
postal responsibilities. 

In our report, and in subsequent testimony before the Subcommittee, we 
noted that the Department of State had made progress in implementing its 
UPU responsibilities by taking steps to consult with the Service, other 
federal agenci^ postal useis, private providers of international postal 
services, and the general public. We also recognized the progress made by 
State in its first year of responsibility for UPU matters and identified 
opportunities for the Department to improve its process for developing 
U.S. policy on these matters and the institutional continuity and expertise 
of its staff working in this area. We identified some shortcomings relating 
to the timing and notification for public meetings, and the distribution of 
documents discussed at these meetings, that may have limited the 
opportunities for stakeholders to provide meaningful input. We also foimd 
that State’s policy development process on UPU matters resulted in little 
public record of agency or stakeholder positions, which could make it 
difficult for Congr^s and others to fuUy understand the basis for U.S. 
policy positions. Further, staff turnover made it more difficult for State to 
develop the institutional continmty and expertise to fulfill its leadership 
responsibilities. 

We made recommendJUions to State that addressed these areas. The 
Department of State has since reported that it has taken a number of 
specific actions to address the procedural shortcomings we identified. We 
agree that the Department of State has improved the timeliness and 
accessibility of information it provides and its efforts to solicit input from 
interested stakeholders. 


Supervisory Pay 
Differentials 


Next, Mr. Chairman, I would like to discuss our ongoing Postal Service 
work on supervisory pay differentials. At your request, Mr. Chairman, we 
have begun a review of the complaints, primarily from postmasters, that 
many of the employees they supervise earn more than they do. Our 
primary objective is to determine whether any employees earn more than 
their postmasters do and, if so, why (e.g., overtime, shift differential, etc.). 
As you know, current Service policy calls for certain postmasters and 
otiier postal supervisors to be paid at a higher salary rate than they might 
otherwise be entitled to if they supervise two or more full-time equivalent 
craft employees. Because the supervisory pay policy is relevant to the 
broader concerns addressed in Congresswoman Morelia’s Bill (H.R. 3842, 


" Postal Issues: The Department of State’s Internationa] Posta] Responsibilities (GAO/T-GGD-00-63, 
Mar. 9,2000). 
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the “Postmasters Fairness and Rights Act),” we agreed with your office to 
limit our initial review to postmasters and analyze tiie pay for other postal 
supervisors in a subsequent review. Due to the Service payroll system's 
complexily, size, and lack of documentation, our analysis of postmaster 
pay has taken longer than anticipated. We have been working with the 
Service's payroll system officials and expect to resolve these problems 
shortly and begin our analysis of postmaster pay. 


Mr. Chairman, this concludes my prepared statement. I have included a 
list of our Postal Service products issued since October 1999 in the 
attachment. 1 would be pleased to respond to any questions you or the 
Members of the Subcommittee may have. 

Contact and Acknowledgments 

For farther information regarding this testimony, please contact Bernard L. 
Ungar, Director of Government Business Operations, on (202) 512-8387. 
Individuals making key contributions to this testimony included Teresa L. 
Anderson, Kenneth E. John, Charles F. Wicker, and Hazel J. Bailey. 


P^e 24 


GAO/r-GGD.00-206 



95 


Attachment 

GAO Postal-Related Products Issued During 
^iscal Year 2000 


U.S. Postal Service: Enhancements Needed In Performance Planning and 
, Reporting rGAO/GGD-0(>-207. Sept. 19, 2000). 

U.S. Postal Service: Electronic Commerce Activities and Legal Matters 
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U.S. Postal Service: Postal Activities and Laws Related to Electronic 
Commerce (GAO/GGD-00-188, Sept. 7, 2000). 

U.S. Postal Service: Diversity in District Management-Level Positions 
(GAO/GGD-00-142, June 30, 2000). 

prefl.<tt. Cancer Research Stamn: Millions Raised for Research, but Better 
Cost Recovery Criteria Needed (GAO/T-GGD-00-137, May 25, 2000). 

Breast Cancer Research Stamnr Millions Raised, but Better Cost Recovery 
Criteria Needed (GAO/GGD-00-80, Apr. 28, 2000). 
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Responsibilities (GAOyT-GGD-00-63, Mar. 9, 2000). 
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U.S. Postal Service: Changes Made to Improve Acceptance Controls for 
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Mr. McHugh. Our pleasure. Thank you. 

As a lifelong New York Giant fan, I immensely enjoyed the per- 
formance last night at FedEx Field. But speaking of FedEx, Mr. 
Postmaster General, it is no secret that your discussions with Fed- 
eral Express have gained some attention. As I understand it, it was 
not your intention to make any announcement at the time the 
media came upon and reported your discussions, but nevertheless, 
we have a new reality there where a lot of questions have been 
raised. 

In short, what can you tell us about that alliance as it is being 
called? 

Mr. Henderson. We, for the record, did not announce a strategic 
alliance with Federal Express. The discussions were leaked to the 
media and we decided, Fred and I, rather than to have no com- 
ment, that we would actually comment on what we were discuss- 
ing. 

The cornerstone of our discussion revolves around the use of Fed- 
eral Express’s air transportation network, which is not something 
new to the Postal Service. We today use Emery Air, a subsidiary 
of CNF, so we are just in discussions with them talking about the 
possibility of using their air transportation network, which is the 
finest and most extensive in this country. 

As a part of that discussion, we have had discussions with RPS, 
which is now FedEx ground service, for several years, about the 
possibility of using a drop-ship rate that exists in the current rate 
structure for residential delivery of packages. We have continued 
that discussion with FedEx ground service, and again, that is not 
something new. It is something that has been ongoing. 

The new part is that we did talk to Federal Express about the 
possibility of selling retail in post offices, allowing post offices to 
sell FedEx products, and also in the return business to pick up 
FedEx products if those who use that merchandise want to return 
it, with the exposure of e-commerce that we would use our residen- 
tial America delivery network to return those to Federal Express. 

These are all just topics that we are discussing. We have reached 
no agreements yet. We would like to do this in the framework of 
a strategic alliance. There is no exclusivity involved in this. Anyone 
who wants to come to the table and talk is welcome to come to the 
table. We are talking of a similar arrangement to what we have 
with DHL. 

Mr. McHugh. On the exclusivity question, you may be aware, for 
example, that Judiciary Chairman Hyde has written the Justice 
Department asking them to look at and report back on possible 
antitrust concerns that evolve out of this proposal. I suspect that 
is a little hard to do, having no details, but the concept and the 
question itself, I think, is central to many of the concerns, under- 
standably, that have been expressed. 

Did you — let me back up. Obviously, I and others, I assume, like 
Senator Daschle, who has endorsed H.R. 22, believe that the Postal 
Service in its unique position is pretty well free of antitrust re- 
quirements. That is why we put in H.R. 22 provisions very specifi- 
cally that would subject the Postal Service to antitrust require- 
ments as they apply to the private sector. 
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But, nevertheless, did you or anyone in the Postal Service discuss 
antitrust or legality questions with the Justice Department prior to 
entering the discussions, or did you intend to do that upon comple- 
tion of the framework? 

Mr. Henderson. We intended to go to the Justice Department 
when we reached an agreement. And independent of that, our gen- 
eral counsel looked at the concept; even though there is no concrete 
agreement, looked at the concept and concluded with the help of 
independent counsel that there was no antitrust issue here. 

Mr. McHugh. You do have strategic alliance guidelines that 
frankly evolved out of, I believe, in part, the recognition that the 
General thought the antitrust provisions do not apply, but there 
had to be some framework and guidelines by which you could enter 
these. 

Was this agreement — and it is hard to say, because it is not com- 
plete, but are you putting it together in a way that is consistent 
with those strategic alliance guidelines; or how are you approach- 
ing that? 

Mr. Henderson. That is our proposal to Federal Express, that 
we follow those guidelines, similar to the ones that were tested in 
court earlier, a couple of years ago. But I don’t have a response 
from Federal Express. 

Mr. McHugh. I guess the answer was, you will, but you haven’t, 
because you are not done? 

Mr. Henderson. Right. 

Mr. McHugh. OK. I am going to step out of normal course here, 
because this is an issue that is of concern to other members. I 
would yield to other members of the subcommittee at this time if 
they have a question they would like to pose now. They can cer- 
tainly pose it on their own time, but now, in this regard. 

No members down here? However you want to do it. I don’t want 
to get bad feelings on the last day. 

Mr. Fattah. Well, two things. This is housekeeping. I have an 
opening statement from Congressman Tierney that I would like to 
have placed in the record. 

Mr. McHugh. Without objection, that will be entered in its en- 
tirety. 

[The prepared statement of Mr. Tierney follows:] 
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Statement of Congressman John F. Tierney 
Postal Service Subcommittee 
“General Oversight of the United States Postal Service” 
September 19, 2000 


Thank you Chairman McHugh for holding this hearing today on General Oversight 
of the United States Postal Service (USPS), and I thank our witnesses for joining 
us. Recent reports in The Wall Street Journal and The Washington Post indicate 
that the USPS and Federal Express Corporation (FedEx) are engaging in weekly 
negotiations regarding a broad strategic alliance that could permit FedEx drop-off 
boxes at post offices in exchange for the USPS contracting with FedEx for their 
aircraft service in order to deliver USPS express and priority mail, as well as 
providing for the USPS to return FedEx packages. It is my understanding that 
details of the alliance will be introduced to the USPS Board of Governors next 
month. 


Sud. ^ ^ 

It would seem appropriate that befor^Congress rende^a^ opinion on this 
Puff'd- 

proposa^that the public and members have the benefit of hearings and detailed 


congressional discussion and analysis. I would ask the Postal Subcommittee to iwi* 


oppose the adoption of such an alliance until the above-mentioned steps are taken, 


There are some general concerns that have been raised such as the implications of pJ jjt 
the USPS/FedEx exclusive drop-off box arrangement and whether or not the USPS 
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should be open to a competitive bidding process for drop-off boxes, the cobranding 
of USPS/FedEx products and competition in the postal industry. For example, it 
would be useful to discuss how cobranding on a major scale between a Federal 
entity and a private company would affect public confidence in postal products. 
Specifically, it would be helpful to review the agreements between the USPS and 
Emery World Worldwide Airlines and Airborne Express agreements (the former 
which resulted in litigation and the latter which some analyst claim is not beneficial 
to the USPS) before embarking on this major FedEx alliance. Regarding 
competition in postal industry, 1 am very concerned that consumer rights and choice 
are protected. It is also important for the Congress to know how this alliance will 
impact consumer costs. It may also be pmdent for the Department of Justice to 
review the alliance against anti-tmst laws and possible anti-competitive behavior. 

Mr. Chairman, for these reasons it would seem prudent for this Subcommittee to 

obtain comprehensive details on this plan and appropriate to conduct^ hearing on 

A , . . 

this matter prior to the end of the 106th Congress/«~^ 
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Mr. Fattah. I would like to reference Chairman Hyde’s letter 
and ask that it be entered into the record, because I think the 
chairman’s letter indicated that it was his opinion that the Postal 
Service would not be encumbered by antitrust laws, presently, 
under its configuration. That is how I remember the letter, at least. 

If we could agree it would be entered into the record 

Mr. McHugh. We agree on both points. I do think that was the 
chairman’s position — however, he was asking for formal review — 
and it will be entered without objection into the record. 

[The information referred to follows:] 
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September 18, 2000 


Honorable Joel Klein 

Assistant Attorney General 

Antitrust Division 

United States Department of Justice 

10th and Constitution Avenue, N.W. 

Washington, D.C. 20530 

Dear Assistant Attorney General Klein: 

On September 7, 2000, the United States Postal Service confirmed that it has been 
negotiating a strategic alliance arrangement with FedEx. According to news reports, under the 
proposed arrangement, FedEx would apparently deliver packages with a specific deadline for the 
Postal Service, and the Postal Service would apparently deliver packages without a specific 
deadline for FedEx. The other parameters of such an alliance are not clear at this time. 

This negotiation raises a variety of antitrust concerns. If the Postal Service were a private 
entity, any final alliance would certainly require scrutiny by the Antitrust Division. However, as 
you know, the Postal Service may enjoy antitrust immunity as an instrumentality of the federal 
government, but that is by no means clear. Compare City of Loudon v. TVA, 585 F.Supp. 83, 85- 
87 (E.D. Term.), affd, 754 F.2d 372 (6th Cir. 1984) (TVA exempt from antitrust laws as federal 
instrumentality) with Franchise Tax Board v. United States Postal Service, 467 U.S. 512,51 9-20 
(1984) (Postal Service liability presumed to be same as any other business for withholding wages 
under tax order). Thus, any final alliance may try to use the Postal Service’s potential immunity 
as a shield against antitrust scrutiny. Aside from the antitmst concerns, any such alliance ought 
to protect the rights of workers for competing companies, like the United Parcel Service, and 
workers for the entities involved, the Postal Service and FedEx. 

As the Postal Service has evolved, I have become increasingly concerned about its 
uncertain antitrust status. For example, I have also heard competitive concerns raised about its 
activities with respect to commercial mail receiving agencies. As we go forward, I believe that 
we must reexamine the continued viability of the Postal Service’s potential antitrust immunity if 
it is to compete against private businesses. 

In the meantime, notwithstanding the Postal Service’s potential immunity, I believe that 
you have full authority to review any such alliance because FedEx is clearly not immune. I am 
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Honorable Joel Klein 
September 18, 2000 
Page 2 


asking that you take a thorough look at the competitive issues raised by any such strategic 
alliance. At a minimum, no such alliance should be finalized without a full understanding of its 
competitive implications. 

I appreciate your attention to my views. 


cc: 


Hon. John McHugh 
Hon. Chaka Fattah 

Postmaster General William Henderson 


Sincerely, 

/ 

HENRY y HYDE, 
Chairman 
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Mr. Fattah. Now, the Postmaster General. 

These discussions that you are having with Federal Express, you 
say, do not have any exclusivity associated with them. You have 
had discussions with others or are willing to entertain discussions 
with others vis-a-vis what you see as the viability and the profit- 
ability of strategic alliances with entities that may have a capacity 
similar to Federal Express, like UPS or others; is that correct? 

Mr. Henderson. That is correct. Yes, we have had — off and on, 
over the years, we have kept in contact with people like UPS and 
Federal Express and have had informal discussions about a whole 
range of topics. So, actually, I had started this conversation with 
Federal Express some time ago, and it kind of lay dormant for a 
while; and suddenly we were both interested in it, and we put 
teams together. 

But we are open to discuss with anybody. There is no exclusivity 
here. 

Mr. Fattah. I think that is an important point. Also, I would 
imagine it is difficult to have these kinds of discussions, however, 
in the context of a congressional hearing. 

Mr. Henderson. It is a little awkward. 

Mr. Fattah. But I think that you can understand the general 
concern that has been raised when such an alliance between the 
Postal Service and Federal Express is at least broached in the 
media. It suggests to the people perhaps that there would be some 
concern. 

But I think that you should be taken at your word that the Post- 
al Service is looking for partnerships among and between any num- 
ber of different entities to the degree that it helps you meet your 
goals. 

So I want to yield at this time, Mr. Chairman, and revisit this 
as we go forward. 

Mr. McHugh. Mr. LaTourette. 

Mr. LaTourette. Thank you, Mr. Chairman. I appreciate your 
courtesy so we can talk about this issue all at one time. Something 
I didn’t get to say at the beginning of the hearing is when we were 
doing the Contract with America and we Republicans thought up 
term limits for subcommittee chairmen and chairmen, it was a 
good campaign issue, but in practice it hasn’t turned out to be so 
good. 

I would say that the reason I volunteered for this subcommittee 
the last two Congresses has been your leadership, and although I 
apologize to you for being a burr under your saddle from time to 
time, I have done nothing but benefit from your guidance; and even 
when chastised by you, I know it has been in a way to make me 
a better Member of Congress, and I appreciate your kindness. 
Thank you. 

Mr. Postmaster General, I have some questions, too. I guess it 
came as a little bit of a surprise to me. I understand, now that you 
have described it, but I read about it in the newspapers, and I sup- 
pose other Members did. And the reason it came as a surprise is, 
during our August recess the Postal Service in Cleveland was kind 
enough to have us all in for a congressional briefing to tell us what 
was going on with the Postal Service, and I don’t remember this 
specifically being on the list. 
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But as I heard you respond to the chairman, apparently not only 
general counsel hut an independent counsel has looked at the issue 
of exclusivity. I understand that. 

Let me ask you this: Does the information you have received 
back from general counsel and the independent counsel spell out 
what law, regulation or other authority exists for the Postal Service 
to enter into such an agreement? 

Mr. Henderson. I don’t know that off the top of my head, but 
I will be glad to provide it to you. 

Mr. LaTourette. If you could provide that for the subcommittee, 
I would appreciate that. 

Aside from exclusivity, I come to this a little bit as an old county 
official, and not just exclusive contracts, but noncompetitively bid 
contracts. 

Are you of the opinion that the Postal Service, to enter into a 
strategic alliance, does not have to come up with an idea; that is, 
we want someone to do — we are going to take your stuff the last 
mile and use your air service. Are you of the opinion they don’t 
have to bid that service, you can enter into these discussions? 

Mr. Henderson. The last mile, there is really no way to bid that. 
We have a rate that anyone can use today to drop packages at a 
post office, and we will deliver them the last mile, whether they are 
FedEx or UPS or DHL. In fact, we do have DHL packages today. 

Mr. LaTourette. To enter into such a strategic alliance, how- 
ever, is there any belief that this has to be bid, that you have to 
come up with a proposal and then bid, that this is the service or 
the deal you want to enter into with somebody and have somebody 
come back with the lowest and best price? 

Or doesn’t that apply to the Postal Service? 

Mr. Henderson. No, entering into a strategic alliance does not 
have to be put out for open bid, no. 

Mr. LaTourette. OK. And I understand that there are discus- 
sions, but can you sort of spell out for the subcommittee where you 
think it is going to go from here? By that I mean, not are you going 
to make a deal or not, but say you reach a deal. What review and 
approval processes for this proposed strategic alliance is this deal 
going to be subjected to before it is finalized, and everybody signs 
off on it? 

Mr. Henderson. Well, obviously it would come to the manage- 
ment committee of the Postal Service. I am not personally negotiat- 
ing the arrangement with Fred Smith. Then, following that, I have 
made a commitment I would take it to the board of Governors for 
approval. 

Mr. LaTourette. OK. And you mentioned Emery in your re- 
marks as well. I am aware of not only the agreement that the Post- 
al Service has with Emery, but also there apparently was a dif- 
ficulty recently with negotiated amounts in terms of what Emery 
thought it was going to undertake on behalf of the Postal Service, 
and they thought they needed more money for — not only the regu- 
lation, but the volume that the Postal Service was providing. The 
agreement was renegotiated; that it is the subject of litigation. 
That is an accurate statement, right? 

Mr. Henderson. The litigation has concluded. They filed a law- 
suit. “they,” being Emery, filed a lawsuit to terminate the contract. 
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and a judge ruled that they could not terminate the contract, and 
we are back in negotiations with Emery. The crux of the issue with 
Emery is the fact that we planned and budgeted on one rate, and 
their costs were simply higher. And so we feel their costs are too 
high, and we are going to mutually agree to a way to get out of 
an arrangement with one another. 

Mr. LaTourette. I had understood the judge had granted sum- 
mary judgment and basically said that the Postal Service had until 
a date certain, October 12 , if I remember right, to come back and 
comply with the agreement, found you out of compliance with the 
agreement. I am wrong in that? 

Mr. Henderson. Well, the subject of the lawsuit was to termi- 
nate the agreement. The judge said that Emery could not just ter- 
minate the agreement. He asked us to go back to an interim rate 
which we used at one point when we felt that Emery really did 
have some costs — that we wanted to have a win-win situation, we 
didn’t want a win-lose situation. That is not the way you audit. 

But we did an audit of Emery and we found some cost discrep- 
ancies; and we asked the IG to do a complete audit, and we told 
Emery that as soon as that audit is completed that we will settle 
whatever obligations we both have. 

Mr. LaTourette. And the strategic alliance or the agreement 
you have with Emery is smaller in scope than what is being dis- 
cussed with FedEx, though; is that accurate? 

Mr. Henderson. It is a different type of arrangement — parts of 
it are similar. The air transportation piece is similar. There is no 
plan to have FedEx do distribution as Emery does today. That is 
contracted out. So it is just a different arrangement in its totality, 
than Emery. But as I say, the cornerstone is air transportation for 
both Emery and for Federal Express strategic alliances. 

Mr. LaTourette. The last question I have, and again I thank 
the chairman, if I understand your discussions with FedEx ground 
and the sale of FedEx packages and the return of things ordered 
over e-commerce through FedEx, are you contemplating that there 
would be a FedEx box, delivery box, parcel drop-off box, located in 
the lobby or somewhere within the physical confines of the U.S. 
post offices in this country? Is that in the scope of your discussions? 

Mr. Henderson. That is a subject they are discussing with us 
that we haven’t agreed to. 

Mr. LaTourette. I would be interested in your feeling about 
that. I understand you have not agreed to it, but how do you feel 
about that? 

Mr. Henderson. Well, I would not want a box in the lobby to 
be perceived by our employees as a complete threat, and it would 
depend on how much money we can make off of something like 
that. We are very open to having Federal Express or UPS or any- 
body else at our counters. 

The devil is in the details. How much money can we make off 
of it? 

Mr. LaTourette. But, again, the advice you received from gen- 
eral counsel or independent counsel or from whomever you rely on 
for legal advice is, you could reach a strategic alliance that would 
allow FedEx, for payment, to put their positions in the lobbies of 
post offices across the country, and no one else’s, unless there was 
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a similar agreement in place, unless you reached a deal with some- 
body else to do the same thing. 

Mr. Henderson. Right. If we don’t reach a deal, we won’t be able 
to do it. 

Yes, we feel we have the right to sell whatever we want to sell, 
within reason. We are not selling packaged meat products and 
things like that, but a strategic alliance is certainly something that 
we would look at as another source for revenue. We are very much 
interested in improving our revenue picture. That is an obligation 
we have as management, and we think this is an interesting way 
to do it. 

Mr. LaTourette. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. I didn’t know he was try- 
ing to be a burr under the saddle. I thought he was trying to help 
me strive toward excellence. I appreciated his untiring efforts in 
that regard. 

Let me go back to revenues, because — I am sorry, Mr. Davis from 
Illinois. I did not see any indication earlier. 

My apology, sir. I am happy to yield to you. 

Mr. Davis. Thank you very much, Mr. Chairman. I want to 
thank you for yielding. I also want to share the compliments that 
have been made relative to the manner in which you have con- 
ducted the affairs of the committee. I too feel like Ranking Member 
Fattah, that you have made this side feel much less like a minority 
and more of a partner, and we certainly appreciate that. 

I also want to compliment you, Mr. Henderson, and your col- 
leagues, on keeping the Postal Service in the black, moving ahead, 
although there are changes in the business climate and certainly 
changes in technology. 

I appreciate the fact that we have the opportunity to discuss the 
FedEx question right now. Obviously it is a great concern of mine, 
as well as it is a great concern to some of its competitors. People 
like United Parcel, who are constituents of mine, in a real way 
have some serious concerns in terms of not knowing what the de- 
tails are going to be and having some feeling that there might end 
up being some disadvantage at which they are placed; and we cer- 
tainly do not want to see that happen. 

As I understand it, FedEx provides very specific delivery and 
money back guarantees on both its air and its home delivery serv- 
ice. The Postal Service’s delivery and refund guarantees are much 
more limited. How are these differences going to be resolved in the 
context of shipments that originate in one place or on one network, 
and then terminate on the other? 

Have you gotten into any discussions, do you have ideas about 
that? 

Mr. Henderson. We are not commingling the products. We, at 
this point, don’t have any cobranded products, so FedEx will oper- 
ate the way it normally does, and we will likewise operate the way 
we normally do. 

Mr. Davis. Are you saying there would not be instances where 
there would be joint movement, or where there would be movement 
at one level part of the way and movement at the other level by 
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a different entity, the Postal Service in one instance and FedEx in 
another? 

Mr. Henderson. FedEx, it is my understanding — and I don’t like 
to answer questions for Federal Express; that is not really what I 
do — ^but Federal Express does not intend to share their product, 
transportation or delivery of overnight packages with us. That is 
their core business; that is completely separate. 

They have talked about using our drop-ship rate at the Destina- 
tion Delivery Unit [DUI], which is open to anyone, and that discus- 
sion began before FedEx bought RPS. That has been ongoing for 
a long time. The only thing that we would do in that instance 
would be if it is their decision, we would be delivering the last mile, 
so to speak, to the residents. 

Other than that, the only relationship would be the air transpor- 
tation of U.S. Postal Service products, much like Emery does today, 
we would lease their planes for a per-pound rate. Just as a matter 
of information, we do that with UPS today at Christmastime. We 
will lease planes that are available. 

I mean, that is how the deal works, and it would be constituted 
under a strategic alliance like we did with DHL. 

Mr. Davis. It is also my understanding that it is generally the 
case that the Postal Service requires payment up front of postage 
before it processes and delivers mail. Is that the general policy that 
would be applied to FedEx shipments that are handed off to the 
post office for final delivery? 

I am saying the Postal Service, you generally pay first, and then 
you get the service. Is that going to be the arrangement with 
FedEx? 

Mr. Henderson. Well, to the degree that we can, it would prob- 
ably be some sort of electronic manifesting to tell us how much 
money they owe us. We haven’t worked out the details yet. 

But the DDU rate is available today, and right off the top of my 
head, I am not sure how the customers actually reimburse us for 
the postage. But it would be a similar guideline for Federal Ex- 
press. We both have corporate accounts, so all the money isn’t paid 
up front. You have a corporate account where the Postal Service — 
for example, on Express Mail, for which we can bill you for the 
postage. 

Mr. Davis. I have also been trying to figure out in my own mind 
and determine how much difference there is between a strategic al- 
liance and a contract. 

Mr. Henderson. Well, a strategic alliance is a little broader. A 
contract is a fiduciary document that agrees on price; a strategic 
alliance, you continue to have discussions about where you can 
have synergy, where you can build off of other folks — off your infra- 
structure. It is just a broader arrangement. 

It is not like a vendor-supplier arrangement. It is a better way, 
in my opinion, to do business, because you have an ongoing rela- 
tionship. It is not just about money and service. 

Mr. Davis. So you maintain that relationship. Does that ongoing 
relationship in any way preclude — it is almost like being married, 
I guess, in a way. 

Mr. Henderson. A little like polygamy. More than one wife in 
a marriage. 
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Mr. Davis. I mean, but you are precluded from having that same 
relationship with other entities? 

Mr. Henderson. No, we are not precluding anyone. If you are 
talking about UPS, we are happy to talk to UPS. The phone is si- 
lent, though. 

Mr. Davis. So 

Mr. Henderson. I can’t get them to go out on a date, much less 
marry them. 

Mr. Davis. I am not really a promoter of polygamy, but I would 
think in this instance that it certainly gives me a different level of 
feeling and assurance that we are not talking about closing the 
door, that we are talking about other approaches to doing business, 
but letting the door remain open to competition and opportunity for 
others to come in. 

Mr. Henderson. That is correct. 

Mr. Davis. Thank you very much. 

I have got some other questions, Mr. Chairman, if we get to 
them, fine. If not, I certainly want to submit those and ask that 
we get written responses to them. 

Mr. McHugh. Well, if they are as creative as in your last round, 
we are looking forward to them. 

Back to numbers, and as a personal closure remark or remark 
of closure on this issue for the moment, obviously this is of great 
interest to this subcommittee, and I think it is fair to say, through 
many sectors of government and the private sector as to how this 
is going to play out. We are looking forward to working with you 
as it unfolds further. 

Back to numbers: It was in this subcommittee room about a year 
ago that we talked about potential revenue losses to the Postal 
Service deriving from a variety of sources, not the least of which 
was diversion of first class mail to the Internet. The figure that 
was used as the extreme was $17 billion potential losses. Some 
scoffed at that. 

In my opinion, some folks who theretofore showed a great deal 
of knowledge about the issue lost a lot of credibility in suggesting 
that there was virtually no threat at all. I have never wanted to 
be more wrong about a question in my life than the fears that I 
have expressed repeatedly about the potential revenue losses to the 
Postal Service that, sad to say, we see accruing already. 

Mr. Ungar, in your written comments, you cited a couple of fig- 
ures and examples. You talked about 880 million Social Security 
checks, tax refunds and other payments normally sent by the 
Treasury Department that in 1998, 68 percent of that total were 
sent electronically rather than mailed, and the calculation is $180 
million in lost first class mail revenue in that one segment alone. 

You then go and discuss a figure supplied, as I understand it by 
the American Bankers Association, where banks through a con- 
certed effort, and understandably from their business practices per- 
spective, had reduced their mail volume in 1999 by nearly 18 per- 
cent compared to just 2 years the previous, their 1996 levels. 

My first question, because I didn’t see it and I would be inter- 
ested, do you have a dollar figure for lost revenues that that 18 
percent represents as compared to the $180 million on the Treas- 
ury mailings? 
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Mr. Ungar. No, Mr. Chairman, we do not have that. 

Mr. McHugh. Mr. Henderson, are you familiar with that figure? 
Would you have any idea? 

Mr. Henderson. Would you repeat the question? 

Mr. McHugh. Yes, sir. The American Bankers Association has 
reported that in 1998, versus 1996, they had reduced their mailings 
by first class by 18 percent. I was just curious, how much money 
does that mean that you, the Postal Service, have lost because they 
are no longer putting that 18 percent in the mail? 

Mr. Henderson. They estimate — and I will make this more accu- 
rate if my memory is incorrect — about 1 percent of first class mail 
has been marauded as a result of — I wouldn’t call that electronic 
diversion, but it is changing the business model out there where 
banks are consolidating. 

There are 30 percent fewer banks today than there were in 1990 
as a result of bank consolidations. So those two, combined, have 
had a very slowing impact on the growth of first class mail. You 
can see, as I said earlier, the growth right now is about 1.3 percent, 
and it is fiat in the last part of the year. 

So there is an impact. It is hard to quantify, to reach in there, 
because we don’t have any measure of that. We have a measure, 
when I say that, of what bills and payments are doing other than 
by sampling. We are doing the household diary this fall again, 
where we measure households across the United States. We use 
that for ratemaking information, and we will get an indication on 
how much electronic diversion from that survey exists out there. 

Mr. McHugh. Well, back to Mr. Ungar — I appreciate your com- 
ments — is there any reason to expect that that 18 percent by the 
banks, or that 64 — or 68 percent, I guess it was — that were elec- 
tronically mailed, is the high watermark or is the low watermark? 
It seems to me intuitively, banks are going to try to reduce that 
figure more, that both from the perspective of the Treasury service 
what they would like to see happen, as well as how more and more 
of their recipients, customers, are going to want to have electronic 
transfer, that that figure is going to grow. 

This is the beginning, rather than the end. Is that a fair state- 
ment? 

Mr. Ungar. Yes, Mr. Chairman, I think it probably is a fair 
statement. 

As you are probably aware, there is legislation Federal Govern- 
ment-wide that requires Federal agencies to go more and more 
electronic in the next several years. So that is certainly going to 
have a large impact. 

In the private sector, I am sure that cost-cutting and efficiency 
are certainly things that many companies are interested in and 
that they will certainly pursue; and with greater and greater use 
of the Internet and more and more competitors out there, wanting 
and encouraging people to do transactions electronically and pay 
bills electronically, it is probably going to rise rather than fall. 

Exactly where this is going to all end up is a little unclear, but 
it certainly doesn’t appear to be the low mark. 

Mr. McHugh. Last year I asked you, as I recall, you took the $17 
billion figure at, relatively, face value, that that is what the Postal 
Service suggested could be their ultimate, extreme revenue loss; 
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and as I recall, you said, well, we didn’t verify that, but have no 
reason to suspect that it is particularly out of line either. 

Mr. Ungar. One point of clarification. We didn’t directly deal 
with the $17 billion. We were addressing the potential or expected 
decline in volume. I think it was the Postal Service or another or- 
ganization that really entered into the picture the $17 billion. But 
it was clear that mail volume was expected to go down and that 
would translate into some revenue shortfall. 

Mr. McHugh. You are right. I stand corrected. But it was a rea- 
sonable step from mail volume to revenues when you are dealing 
with first class. 

Bill, you spoke about, I believe the figure you stated was a $790 
million loss from your fiscal plan for this year? 

Mr. Henderson. Yes, that is correct. 

Mr. McHugh. That puts you how much in the hole? 

Mr. Henderson. Probably in the neig:hborhood of $100 to $200 
million. That is very close on $65 billion in revenue — it could swing 
either way, but we are pretty sure there is going to be a net loss 
this year. 

I will just give you some numbers. If $790 million is what we 
missed our plan by in revenue, the growth is down to about 1.3 
percent in first class mail. 

On the expense side, the gasoline prices, which most surcharge 
for — we couldn’t because we had this elongated rate process — that 
is going to be about $350 million in surcharges or in higher gaso- 
line prices. Workers’ Comp has gone up another couple of hundred 
million dollars. 

So we could have ended this year with over $1.5 billion in the 
hole. Fortunately, we sensed that in time, and we have cut costs 
over $1 billion. So getting down as low as a $100 million to $250 
million loss was a Herculean effort that the Postal Service accom- 
plished at all levels, especially in the field. 

Mr. McHugh. Let’s talk about what the next step is. 

All of us, certainly those people in my district, we measure trips 
not in miles but by hours, and we hope very dearly that gasoline 
prices will stabilize. So let’s — I don’t know if you can do this, but 
for the moment let’s take it out of that equation. 

You have other realities, it seems to me, that probably aren’t 
going to go away in the short term. Mail volumes I expect will con- 
tinue on their current trend, if not become more drastic, and other 
costs where you have now squeezed quite a bit out. 

How are you approaching your fiscal plan for next year? What 
are you looking at and how do you plan to accommodate it? 

Mr. Henderson. It is going to be very difficult to break even 
next year, given the unanticipated costs we have and the softening 
of the revenue. We haven’t included that and taken it to the Gov- 
ernors. We are trying to figure out a way through cost-cutting to 
at least break even, but right now it is dim, from my perspective, 
looking at all the cuts we have already made, the administrative 
cuts that we plan, the productivity numbers. 

We have the highest productivity this year that we have had in 
nearly a decade, and to have a $100 million loss or $200 million 
loss with that kind of productivity tells you the kind of pressure 
that the U.S. Postal Service is being placed under. 
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Mr. McHugh. Mr. Ungar, can you give my friend, the Post- 
master General, any reason for optimism, or do you pretty much 
concur with the things he is seeing? 

Mr. Ungar. Mr. Chairman, I think we pretty much concur. I 
think there are going to he additional pressures. 

We know, for example, and certainly Mr. Henderson knows, that 
negotiations are currently going on with three of the unions. It is 
prohahly unlikely that wages will go down. We know that retire- 
ment costs are going up, health care costs are also going up. So it 
doesn’t look too encouraging. 

It is a positive note, though, that the Service has announced a 
breakthrough productivity initiative and has recognized it really is 
going to have to focus on cost-cutting and productivity in order to 
assure that it can remain affordable and carry out its mission. 

Mr. McHugh. Cost-cutting, productivity, do you agree that is 
pretty much — I mean, there are rates. 

Mr. Henderson. That is right. If we were a private business, you 
can’t live forever off of cost-cutting, and that is how we have lived 
in the last couple of years. At some point in time, I will be the first 
to admit there is always opportunity for cost-cutting, but you have 
to, in order to be viable, be in a business that grows. 

As we have said earlier, we view ourselves as a wholly owned 
government business. We are a business. We have a profit and loss 
use just like a private company has, and we have a market worth 
just like anybody else would, and that asset is going to dwindle, in 
my opinion, unless we have some sort of substantive postal reform. 

When I go to meet with foreign postal administrations, they are 
dumbstruck over the fact that the United States, which is the lead- 
er in most every area in the world, for some reason is blind to the 
requirement of postal reform. The Germans will go private in No- 
vember, as an example. You talk about alliances, FedEx just an- 
nounced an alliance with la Poste, the French postal service. Deut- 
sche Poste is buying over 70 percent of DHL; and TPG, the Dutch, 
they own TNT. So the whole world is chan^ng, and we sit on a 
30-year-old structure, and it makes it very difficult for us to oper- 
ate in this environment. 

Mr. McHugh. I commend you on this year’s — and I commend the 
workers particularly — on this year’s productivity increases. 

I have to wonder, given the structure of your business, how much 
you can rely upon productivity increases to fill this gap? Even 
under the most rosy of scenarios, technology and such, as rapidly 
as it is changing, can only go so far. Rates become a point of dimin- 
ishing return. If your rates go too high, then it affects very dra- 
matically your volume, so it becomes actually a losing proposition. 

Therefore, as you mentioned, I believe, in some comments you 
were making a few weeks ago, there are other cost factors that go 
to the heart of service, 6-day-a-week delivery, the question of, do 
you keep a postal infrastructure that I think in an ideal world is 
very beneficial, particularly in rural communities, where most com- 
munities enjoy a postal facility. 

Are you looking at those kinds of questions yet as a way by 
which to address your dilemma? 

Mr. Henderson. Not yet. We are trying to maintain the obliga- 
tion of what we define as universal service. That is, we go by your 
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house every day, 6 days a week, whether you have one letter or you 
have 50 letters, hut ultimately, down the road, the issue of univer- 
sal service and affordability — ^you know, we have talked about af- 
fordability, growth and reform, but the issue is affordability. I be- 
lieve there will be serious discussion of postal reform based on 
price increases, that people, customers, just will not want to toler- 
ate the general price increase being X amount, and then there will 
be a hue and cry for reform. 

Unfortunately, that could have been avoided if we had had postal 
reform earlier. But it has in the past, and it appears this country 
now is going to require a crisis before we have serious action on 
reform. 

Mr. McHugh. Thank you. I appreciate the members bearing with 
me. 

Mr. Fattah. 

Mr. Fattah. I think that hopefully we will not need a major cri- 
sis before we move forward, and obviously the specter of a strategic 
alliance, as it has been termed, between the Postal Service and 
FedEx, I assume part of the nature of having such a discussion in 
public in some ways suggests that you seek to entice others to be 
more forthcoming and engaged in these discussions. Needless to 
say, I think that the Congress is obviously grappling with where 
we are in the sense that, on one hand, we want the Postal Service 
to be an independent agency; on the other hand, we — at least 
speaking for myself, and I think for the majority of the Members 
of the U.S. Congress — fully intend that universal service be contin- 
ued under all circumstances, irrespective of cost efficiencies associ- 
ated there within the most rural areas of these lands. So there are 
some stresses and strains as we go forward. 

I think I heard you say, that cost containment is the first prong 
of your strategy. You think you have reached a point of diminishing 
returns relative to how much costs can be cut within the Postal 
Service operation, even though, obviously, just in terms of from a 
rationale basis, there is always something more you can cut. But 
you are getting close to that point. 

The other side of this is revenue growth. I would like to hear you 
speak a little more about your view about how you grow revenues 
within the context of e-business and all these other problems that 
exist, since that is part of the challenge you are going to have to 
meet. 

Mr. Henderson. Yes. Let me correct something on the cost-cut- 
ting side. 

I think there are plenty of costs that can be taken out of the 
Postal Service; it just happens to be painful when you do it. But 
I think there is a lot of money to be made in cost-cutting and pro- 
ductivity improvement. 

In revenue, it is kind of a mixed image of what the future holds. 
Last fiscal year, we lost substantial volumes to the Internet in ad- 
vertising mail. The Internet became the darling of the business 
world, and a lot of money was diverted from direct mail advertising 
to Internet advertising. And it was not very successful, especially 
during the fall mailing season. Last year, a lot of cataloguers used 
the Internet without a catalog via direct mail, and the results were 
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disastrous. So to some degree that mail has returned to the Postal 
Service. We are seeing growth in direct mail. 

We think there was opportunity prior to the Internet revolution 
to continue to grow advertising mail in first class. Historically, it 
had heen — the fastest growing segment of first class mail had been 
ad mail. So we see advertising as still having a strong future. 

I don’t think it is “if,” but “when” bill payment and presentment 
migrates to the electronic platform. The reason I say that, I think 
the large billers — not necessarily the banks, but — I think the banks 
are in here, but the large billers of America, the AT&Ts and Amer- 
ican Expresses and Visa’s and companies like that, there is a real 
financial advantage for them to go public. AT&T, it costs them 
about $1.75 to send you a bill. That doesn’t include the postage you 
put on to return it. I think the estimate at AT&T was, $1 billion 
could go to the bottom line if they could get all of the bills elec- 
tronic. 

The adoption of that is a whole other bag. There are varying 
numbers of opinions. So depending on what happens with elec- 
tronic bill payment and presentment, that will determine the fate 
of first class mail, and it will have a huge financial impact on the 
U.S. Postal Service. 

Mr. Fattah. You have in a tentative way moved into that sector, 
right? 

Mr. Henderson. That is correct. 

Mr. Fattah. At least in terms of billing, how is that coming, or 
what could you tell the committee about that? 

Mr. Henderson. Well, that is just a part of what you have to do 
in today’s business model. You have to eat your young every once 
in a while. We had e-bill payment and presentment. 

Mr. Fattah. From polygamy to cannibalism. 

Mr. Henderson. It is a vicious world out there. We have about 
15,000 customers now on electronic bill payment. I don’t have the 
revenue figures off the top of my head. But all of the e-commerce 
initiatives are probably, if you total them all up, somewhere in the 
neighborhood of $10 million. So really no one is making a whole lot 
of money out there on e-commerce today except for the people that 
build the infrastructure. 

Mr. Fattah. And the last prong is legislative reform, on which 
we have heard your views today. Let me yield back to the chair- 
man. 

Mr. McHugh. I thank the gentleman, the gentleman from Ohio’s 
forbearance. I would like to yield to the vice chair of the committee, 
the gentleman from South Carolina, Mr. Sanford, if he has any 
questions at this time. 

Mr. Sanford. Let’s see here. 

Mr. McHugh. You could say nice things about me. 

Mr. Sanford. That is exactly right. 

Mr. LaTourette. I tried that. It didn’t work so good. 

Mr. Sanford. I will hop in for a minute. I thank the chairman 
very much. I would say thanks because this may be one of the last 
chances I will get simply to say thank you. It has been awfully, aw- 
fully impressive to see the way that the chairman has handled this 
committee, and in particular, the way he has consistently pushed 
toward making the Postal Service more competitive. I admire that. 
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and I just wanted to publicly say that, since this will be one of the 
last chances I get. 

Mr. McHugh. Thank you, Mr. Sanford. 

Mr. Sanford. Just a couple of different thoughts. 

I have heen awfully impressed during a couple of different visits. 
Bill, with your commitment to the Postal Service and to its employ- 
ees in making a difference. The one thing, though, I would take ex- 
ception with is — one of your comments just as I walked in, and I 
apologize for being late, was, we are just a business wholly owned 
by the U.S. Government. We are just a business. 

I would actually, unfortunately, have to take great exception to 
that. And what is interesting to me about that, if that was the 
case, apparently before I got here we were asking a bunch of ques- 
tions about this proposed FedEx, Bill, and I don’t think if you were 
just a business, you would be answering those questions; you would 
just be doing it. 

Similarly in a business, I think about going out and dropping a 
product line, you just drop the product line because it doesn’t make 
sense and you move on. Your hands are tied; with universal serv- 
ice, you cannot drop unprofitable routes, though in a business 
sense or a business model, you would certainly do that. 

So I think you are somewhere between being just a business and 
being something else. I don’t know what that something else is. 
That is what puts a number of us in a real confusing spot, because 
we have agreed very much with the chairman’s efforts to move to 
making the Postal Service more competitive; and yet had an inter- 
nal struggle, as a conservative, with how do you give this some- 
thing else — businesslike responsibilities, businesslike freedoms — 
but recognize the fact that in essence it is something else? And it 
does have some monopolistic powers and some advantages that no- 
body in the private business world has? 

So I also wanted to touch on that theme, just because it has been 
a very frustrating spot to be in as one who has been sort of gum- 
ming up the works of your very valid efforts, and your very valid 
efforts to make this place more competitive. 

On that front, I would say this: If you think about what hap- 
pened in, let’s say, Norway or Germany or Australia or New Zea- 
land and how they moved toward privatization, what was it that 
they did differently, or have they just sort of merged public with 
private? What was it that they did differently so they were able to 
pull this off politically without private interests going wild? 

Do you have any insight to help me understand that a little bit? 

Mr. Henderson. Let me go back to the business part. I agree 
with you that there is ambiguity in the nature of the definition of 
the Postal Service. Even though we are forced to, within our own 
regulatory environment, operate like a business, there are things 
we don’t do, you are absolutely correct, because of our unique sta- 
tus. So I would agree with that assessment. 

Most of the postal services that are going private have been 
given broad pricing freedoms, they have reduced the size of their 
monopolies, to eventually phase them out, and they have been al- 
lowed, prior to going public, to act just as you were describing ear- 
lier, as a business. But there have been unique circumstances to 
each one. 
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The Dutch post, for example, is a very small entity and it has 
gobbled up outside businesses and it is just a part of the privatiza- 
tion of their government. The German post received an infusion of 
money at the consolidation of East and West Germany in which 
they had all the property, and I think they testified at one of the 
hearings that they received all the property that the East Germans 
had and they were able to use that cash to make acquisitions. They 
are one of the largest logistics companies in the world today. 

The New Zealand post moved because there was an economic cri- 
sis and they had to change all of government. Australia had a prob- 
lem with labor that had to be solved, and in the course of that, 
their post was liberalized. 

So there are kind of unique reasons. And the private sector does 
scream when that occurs. I can understand that; if I were in the 
private sector, I wouldn’t want a $65 billion giant cut loose on my 
market. That is perfectly reasonable to understand they will do 
that. 

I look at it through postal eyes and say, if we are not given some 
freedom, then this Postal Service you enjoy today is going to be 
damaged in the future. 

It is a difficult position to be in, I understand that. I have talked 
with UPS about that, and I have talked with Federal Express 
about that, and they have grave concerns about what we would be 
allowed to do. But I think all would agree that a healthy Postal 
Service is in the best interests of the American public, and we 
think you really need to take a close look at this. 

Mr. Sanford. I would say toward that end, I was looking at the 
numbers here, which was first class mail accounts for 67 percent 
of your contribution rate, and yet the rate of growth of that first 
class mail is basically somewhere between 1.5 and 2.5 percent, yet 
you look at cost structure going against you. It is a trap; unless you 
change something, you have a math trap coming your way. 

That brings me back to, if you don’t grow the revenue size — 
Letterman has his Top 10 list. What would be your Top 10 list in 
terms of expenses that you would look at; in a strictly hypothetical 
sense, what would be the Top 10? 

Mr. Henderson. We have already targeted that. One would be 
administration, just the size of our infrastructure and overhead. A 
second one is transportation; we have a $4 billion transportation 
budget. We could take eventually — and I am not saying we are 
going to do this, but we could take everything out of the air. We 
could have only surface transportation in this country, which is a 
lot cheaper than air transportation, which would impact the organi- 
zation. Finally, we could close processing centers and consolidate 
them. 

We right now are guided by service requirements. In other 
words, we, as all of you know, have very high scores on our exter- 
nally measured first class mail service. We prided ourselves on that 
and over the last few years, we have shown an 11-point improve- 
ment. 

We are ranked the highest agency in government in public ap- 
proval. We have 94 percent ratings. We are trying not to put any 
of that in jeopardy. We don’t want to be viewed in a negative way. 
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But somewhere down the road we are going to have to raise prices 
or cut into the quick of the Postal Service, so to speak. 

I will give you an example just one off the top of my head. If you 
look at the financials of the Postal Service, our net income goes like 
this. It looks like a hump; in the middle of the year — we make all 
of our money by the middle of the year primarily because the infra- 
structure is full of volume. If there was some way to incentivize the 
volume in the last half of the year to keep that infrastructure full, 
you are looking at the difference between making $100 and making 
$2 billion or $3 billion, which would be, I guess, very useful for 
maintaining the Postal Service. 

So it is not like you are just being cut loose in the private sector 
to go take packages away from the package delivery companies. I 
am talking about improving the pricing methodology for our own 
products. Ad mail would be a great product to reduce the price on 
in the last half of the year in order to stimulate the use of direct 
mail by businesses around America, so that you could fill up your 
tank, so to speak, and make some money. 

We don’t get inefficient in the last part of the year. We just can’t 
adjust the infrastructure enough to offset the decline in the growth 
of volume. 

Mr. Sanford. Thank you. 

Mr. Fattah. Could I ask you one quick question? We have 40,000 
post offices, right? How many letter carrier routes do we have? 

Mr. Henderson. I am going to say 350,000 city carriers. 

Mr. Fattah. How many of those are profitable? 

Mr. Henderson. I couldn’t give you that information off the top 
of my head. 

Mr. Fattah. A percentage? 

Mr. Henderson. I can tell you that of the 40,000 post offices, the 
26,000 smallest post offices, it costs over $2 bucks to bring in $1. 
That is just the math. 

Mr. Fattah. Essentially what we have is, we have urban post of- 
fices subsidizing rural post offices? 

Mr. Henderson. To some degree, that is right. 

Mr. Sanford. Now you are getting personal. 

Mr. Fattah. I am not trying to be personal, I am just trying to 
followup on some of the questions that were asked. Because, one 
of the ways to get at some of this — since some part of what you are 
doing is a public service, is to try to isolate what those costs really 
are and to deal with them as a public good or a public service and 
not have them hidden in the apparatus of the Postal Service. 

So I would be — we will have some future discussions about this. 
Thank you. 

Mr. McHugh. Will the gentleman yield to me? 

The ranking member raises an excellent point, and that has been 
the point that we have been trying to illustrate for 6 years with 
respect to this particular aspect. 

Let me say to Mr. Sanford and Mr. LaTourette, I have no prob- 
lem at all with your concerns. Both of you gentlemen have dealt 
openly and honestly with me and with the subcommittee, and 
where we have not been able to agree, that is life. But I do have 
a concern about some members who are turning their backs on 
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meeting this challenge because they either don’t recognize or refuse 
to admit the very point that the ranking member just made. 

If we allow this to continue, there are going to have to be some 
extraordinarily painful decisions made, and they will particularly 
affect rural areas. Because, you are right, if you look from a cost 
and income perspective in general terms, urban areas are subsidiz- 
ing those rural post offices. 

Now, I happen to think that is perfectly acceptable, but you can- 
not enjoy that kind of cross-subsidy, if you will, you cannot expect 
high cost, low volume, low revenue routes and deliveries, i.e., rural 
areas, to experience the same kinds of services they enjoy today ab- 
sent our doing something different. And I represent rural areas, 
and it is invaluable both as a means of communication and as a 
means of social and economic fabric in those communities, and I 
don’t want to see them go away. But that is where we are headed, 
and that is why the general issue of postal reform is so very impor- 
tant. 

And we have spent 6 years probing it. The Postal Service does 
too good a job to say, thanks, see you later. I don’t think our con- 
stituents, the American public, will allow us to do that. I pray to 
God they will not. But as the Postmaster General said, and as Mr. 
Sanford I think rightly underscores, there are legitimate concerns 
expressed by the private sector that that reform should be attended 
with changes that level that playing field that Mr. Henderson has 
admitted time and time again is skewed in certain aspects to their 
unfair benefit. 

That is what it is about. That is just an editorialization. 

With that, I would go to Mr. Davis. 

Mr. Davis. Thank you very much, Mr. Chairman. I, too, as I lis- 
tened to the discussion, have a great deal of concern about the gen- 
eralized condition of the Service and the complexity of tough deci- 
sions that are going to have to be made if we are to keep the sys- 
tem alive, and especially if we are to continue to guarantee or even 
provide some semblance of universal service. 

I have a need to shift a bit in terms of something that is cur- 
rently taking place and ongoing. 

Mr. Postmaster, I have recently been made aware of, and I am 
greatly concerned about, what appears to be a very controversial 
procurement for the Postal Service’s direct marketing sales support 
advertising contract. I have been told that an incumbent 
DraftWorldwide, which is a constituent of mine, was prohibited 
from participating in the final solicitation round of competition due 
to their refusal to provide what their attorneys deemed to be con- 
fidential information that would put them in violation of their con- 
tractual relationship with other clients. 

My question is, if that was the case, did they bring that to the 
attention of the Service and did they provide any alternative way 
of the Service getting that information? 

Mr. Henderson. They didn’t bring it to the attention of the serv- 
ice during the process. They did later on. In fact, I talked to the 
president of DraftWorldwide. The problem is they should have 
raised that issue if it were a legitimate issue in the beginning. 
There was a guideline that said, and the other responders to the 
RFP provided this kind of information, that if you did have a con- 
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fidentiality agreement that you could blank out any references to 
the organization and you could submit it just as a case study with- 
out naming anyone. That specific question was in the guidelines. 

They have then filed a complaint over the process, and we will 
legitimately process that complaint. You have my assurances on 
that. If there was any impropriety, we will correct it. But to my 
knowledge, and I’ve had the general counsel look at this, the IG is 
now looking at it I think maybe at your request. If there is, we will 
get to the bottom of it. 

Mr. Davis. Yes, we were so concerned about it that we actually 
did, in fact, request a full IG investigation. It just sort of appeared 
to me that even — and I guess all of the other entities did in fact 
comply. But if you white out the name, I am not sure to what ex- 
tent that that really guarantees still confidentiality. I’m saying, if 
I’m talking about a person who might be running for President 
whose father was President — I don’t have a name but 

Mr. McHugh. Adams. 

Mr. Davis [continuing]. A person who is Vice President and cur- 
rently running for President or something that wobbles like — it just 
seems to me that I don’t know how confidential that might end up 
being. I would really like to see if I could, and I don’t know if it 
is possible, the responses from the others who were in fact in com- 
petition. 

The other question that I’ve got, if a company has been deter- 
mined the top of the line for 5 years and has been determined to 
be No. 1 by the experts in the field, it seems to me that it would 
be very difficult for them not to reach the point of being in the final 
solicitation based upon their track record of performance, based 
upon what they have consistently done. Do you have any response 
to that? 

Mr. Henderson. Well, it’s based on their proposal, the fact that 
they were a contractor prior with Postal Service doesn’t necessarily 
assure they are going to be a contractor in the future. 

I happened to look at the scores, because you had raised this 
issue with me, of the six individuals who were cross functional who 
reviewed their package, and they were consistently low and in fact 
were the lowest rated. So there was something wrong with that 
submission. Whether it was they felt they had the contract because 
they had done the business — but in advertising it really is about 
new ideas and new thoughts and what you bring to the table in 
brainstorming. So, absent some different information from the IG, 
I just assumed that they took our business for granted and didn’t 
do as good of a job as they might have on the submission, because 
there was no one source of low grading. It was across the board. 

I looked at the notes the folks used, and then I interviewed one 
of them — I say interviewed. I had a conversation with one of them 
in passing. I said, describe for me what happened here. And he 
said it was a very poor submission. And you can’t overlook the hard 
work of a new organization because one that you have existing took 
you for granted. I think that is what happened. I know they’re 
upset. But we do this every few years. We have our advertising 
agencies up for renewal. We let other agencies have a shot at it. 

Mr. Davis. Let me ask, I understand that the process suggests 
that if there is a formal complaint — I understand that they have 
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actually formalized a complaint — that this stops the action for the 
moment. Has the contract now been let or is work being done? 

Mr. Henderson. Yes, it is my understanding — let me go back to 
the first point. When a formal complaint is filed, the process is not 
stopped unless there is an obvious — unless everybody sees that 
there’s a real problem. In this case, before the complaint was filed 
we had the general counsel review the entire process. Actually, the 
IG participated in the process as kind of a watchdog. So we would 
not stop the process as a result of their complaint because we don’t 
think there is anything to it. And we began negotiations with the 
successful folks. I assume that they are either near conclusion or 
are concluded and it has just not been pubically announced. 

Mr. Davis. So you’re saying that that doesn’t automatically stop 
the process. It stops it if you determine 

Mr. Henderson. If we found a complaint was legitimate, we 
would rectify it. As I say, they complained to us informally first; 
and since I know the players who are involved here I had it re- 
viewed by our general counsel. 

For example, they had a whistle-blower, so we interviewed that 
person and promised no retribution of any type. And there was just 
nothing there. And, as I said, I talked with one of the people who 
interviewed — who was on that review team, and I looked at the 
notes of everybody. And there’s no substance to what they’re say- 
ing. It would be inappropriate for us to hold up awarding a con- 
tract since we’re dark now really. We are out of a contract. We 
need to advertise in this period. 

Mr. Davis. So the contract is actually awarded? People are now 
doing work? 

Mr. Henderson. I think it’s been assigned. I’m not sure. Which 
means it’s awarded but not publically announced. There has been 
no public announcement on it yet. 

Mr. McHugh. Does the gentleman yield? 

Mr. Davis. Yes. 

Mr. McHugh. I have a Postal Service news release here dated 
September 11 entitled. Postal Service Announces New Ad Agency 
Contracts, listing one, two, three, four, five, six, seven 

Mr. Henderson. That’s the minority based contracts. We had an 
Asian, a black and a Hispanic company that we announced out at 
the postal forum at the press conference, but that’s not the 

Mr. McHugh. That is not all total? 

Mr. Henderson. That’s not what our discussion is about. 

Mr. McHugh. Well, then I apologize. Some are listed clearly as 
minorities; others are not. But if that’s what they are, that’s what 
they are. I yield back. 

Mr. Davis. Let me just — am I understanding that this news re- 
lease is strictly for minority contracts? 

Mr. Henderson. Let me read that news release before I say that. 
I know we had a news conference. I apologize. I just did not attend 
the news conference out at Anaheim in which we announced 
Bravo 

Is this the news release? That one wasn’t released. 

Mr. McHugh. This one? 

Mr. Henderson. Yeah. That’s what they’re telling me. I don’t 
know. I haven’t read it. 
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We did not release this news release. This thing inadvertently 
went to our Web page. We pulled it off after about 50 minutes. This 
is not supposed to be in the public view. The contracts had not 
been negotiated as of this point in time. 

It’s amazing. You get information I haven’t seen. 

Mr. Davis. Well, I guess that happens sometimes. 

But let me — after the IG investigation, should the investigation 
turn up a mis-step or something that might have occurred, even 
unintentional or whatever, what happens then? I mean 

Ms. Corcoran. We would send a report to the appropriate 
party — probably in this case it would be the Vice President for Pur- 
chasing — with recommendations as to what should happen. It is 
management who then takes whatever action is appropriate, based 
on our recommendations. If they disagree with our recommenda- 
tions, we would go back and we would talk to management and we 
would raise it through the appropriate levels within Postal Service 
if we thought it was serious enough. 

Mr. Davis. So it’s possible that, even though an investigation 
might turn up something, the process could take so long until much 
of the action would have been completed? Is that sort of what I am 
hearing? Kind of like an election, you know, when you question the 
outcome. I have never known anybody to get put back in office even 
though they — in the outcome they have turned up that a few votes 
were lost here, there, whatever. 

Ms. Corcoran. We were called into this about a week or so ago 
even before we had gotten the call from your office. Bill had actu- 
ally talked to me and said that there were some issues. So we put 
some people on it. We have dealt with various parts of it, and we’re 
still looking at the systemic part. The systemic view of the overall 
operation and what happens is something that would be a longer 
type review. 

You are correct that, in terms of an election, no one gets put back 
in office. I mean, we might say that there has been something done 
that was incorrect and we would make more systemic recommenda- 
tions to Postal as to how they would decide that they needed to 
deal with the issues. Your constituent could decide that they want- 
ed to pursue it further through court using some of the information 
that we had in our report — as evidence to support this claim but 
that would not be a short thing. 

Mr. Davis. So the only real possibility of serious redress would 
seemingly be that the contracts not implemented or not be imple- 
mented without the assurance that everything was appropriate and 
was done appropriately. 

Ms. Corcoran. Well, it is my understanding that they’re cur- 
rently in an appeal process and that appeal process should identify 
anything that might have been irregular within the entire process. 
The Postal Service would have their own process for dealing with 
that. 

Mr. Henderson. As I say, we have looked at all their allega- 
tions, and there was nothing there. They’re dead wrong from our 
perspective. We have a financial obligation when we sign these con- 
tracts with these other organizations to begin doing work with 
them. So you’re almost damned if you do and damned if you don’t 
kind of deal. We’re going to get sued one way or the other. We 
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know that. We would like to be on the side of justice here instead 
of on the other side. 

Mr. Davis. So you’re saying that your preliminary findings sug- 
gest that there isn’t much, but the IG investigation goes more in 
depth, and even with that there is an appeals process that is under 
way. And if there is no resolution, ultimately, in all likelihood that 
would become a case for our judicial system. 

Ms. Corcoran. I really think we’re talking about a number of 
different issues here. The appeal process is one process, and it’s a 
Postal Service process. And as we go about doing our various re- 
views, we’ll take a look at that overall appeals process; not just for 
this particular job but, overall, does that appeal process work ap- 
propriately? 

Then to meet the request that you have, we’re doing some addi- 
tional work, and we will see what we can do there. We’ve also done 
some work with what Postal Service had brought to our attention 
2 weeks ago. We’ve given them some information, and told them 
we didn’t see any issues on that. 

So we’re continuing on several different directions. But the ulti- 
mate is that right now, I don’t think any of us are seeing some- 
thing that’s going to bring any immediate relief based on what 
we’re seeing. 

Mr. Davis. Thank you very much. 

Mr. Chairman, I understand Mr. Fattah has some questions that 
he wanted to submit, written questions for the record that he 
would like to get a response to. 

Mr. McHugh. As our normal practice we will a have a number 
of those to which we’ll append Mr. Fattah’s questions. 

I would say as well Mr. Davis was very forthcoming in his asso- 
ciation with this particular firm as a constituent organization of 
his. To my knowledge, I have never heard of DraftWorldwide prior 
to this issue. And admitting that a little knowledge is a dangerous 
thing and I therefore am a very dangerous person in this regard, 
we have their side of the story. But, in reviewing it, it does raise 
some concerns, a logical question about a company who provided 
this service for 5 years and is not even qualified to submit a bid. 
We weren’t talking about awarding the bid but submitting it. 

The other particular question that I had was relating to a phase 
two pre-qualification that was never contemplated originally. And 
having had a little experience in municipal contract negotiations, 
you do that that buys you a lawsuit no matter which way you turn. 
So I think it has some important ramifications, obviously, for 
DraftWorldwide, but I think, as the Inspector General just pointed 
out, to ensure that the contract process used across the Postal 
Service universe is as appropriate as it can be. I know that the 
Postmaster General shares that concern, and it was for that reason 
that I signed that letter happily with Mr. Davis. And we’re looking 
forward to your report. Miss Corcoran. 

Mr. LaTourette. 
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Mr. LaTourette. Thank you, Mr. Chairman. And if I could go 
back for a minute I would like to ask unanimous consent to submit 
for the record a copy of Judge Reginald Gibson’s decision of August 
25th this year in the case of Emery Worldwide versus the United 
States. 

Mr. McHugh. Without objection, it is so ordered. 

[The information referred to follows:] 
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2000 U.S. Claims LEXIS 170, * 

EMERY WORLDWIDE AIRLINES, INC., Plaintiff, v. THE UNITED STATES, Defendant, 
ffe. 00-1 73C 

UNITED STATES COURT OF FEDERAL CLAIMS 
2000 U.S. Claims LEXIS 170 


August 25. 2000, RIed 

DISPOSITION: |*1 ] Defenctoit's motion to dismiss Coutte I - V DENIED. Plainliff's motfon for summary 
judgment GRANTED in part and DENIED in part. DeferKiStftfs motion for summary judgment GRANTED. 

CASE SUMMARY 

PROCEDURAL POSTURE; In a contract dispute involving plaintiffs c^erafion of a delivery network for 
defendant's Priority Mail {xogram. defendant moved to dismiss five counts of plaintiff's complaint and for 
sumnrary judgment on tiie sixth cowil. Piamtiff cross-moved for summary judgment requesting declaratory 
relief forcing defendant to comply with the renegotiated pricarg terms of fhe contract or to allow plaintiff to 
cease performance. 

OVERVIEW: Plaintiff sought summary judgment requesting declaratory relief forcing defendant to comply with 
the renegotiated pricing terms of the parlies' contract or allowing plaintiff to cease performance. Defendant 
sought to dismiss counts one through five of the complaint for lack o! subject matter jurisdiction and 
cross-moved for summary judgment m count six (concerning plaintiff's right to cease performance). The court 
retained jurisdicticm. rejecting defendant's moc^ness and prudential arguments for dismissal. It granted 
plaintiff's motion for declaratory relief as to counts wie tiirough five, of deciding whether defendant's 
actions constituted materia! breach, a strictly leg^ issue. It ruled that plaintiff was not entitled to cease 
performance because the totality of the evidence presented fell short of proving that defendant irrefutably 
breached the contract and the contract's dispute clause covered the parties' remaining disputes. Thus, the 
court ordered plaintiff to continue performing under the contract and granted defendant's motion as to count 
six. 

OUTCOME: TTse court retained jurisdiction, denyhg deforKlant's motion to dismiss counts one through five of 
piaintiff's complaint, it granted plaintiffs motion for summary judgment requesting declaratory relief as to those 
counts, short of determining whether defendant was in material breach, a legal issue. It ordered plaintiff to 
continue performing under the contract, granting defendant's motion lor summary judgment on that issue. 

CORE TERMS: pricing, provisional, summary judgment, motion to dismiss, entorceable. volume, cease, 
moot, subject matter jurisdiction, declaratory relief, audit, status conference, redetermination, mootiiess, 
material breach, prudential, variatior^, negotiate, rate increase, negotiation, breach of contract, fixed price, 
complying, genuine, mail, exercise jurisdiction, contracting, evidence presented, matter of law, moving party 

CORE CONCEPTS - Hide Concepts 

Civil Procedure : Jurisdiction : Jurisdictional Sources 

Jurisdiction over the subject matter in a case involving (1) disputed contract issues with the United States, 
and (2) a contract that contains a clause which provides that it is to be governed by frie Contracts 
Dilutes Act of 1978, 41 U.S.C.S. §§601-13, is initially conferred on the United Slates Court of Federal 
Ciaimst^ the Tucker Act, 28 U.S.C.S.§ 1491, andU.S.C.S. § 609(a)(1) of the Contract Disputes Act. 

Civil Procedure ; Jurisdiction : Jurisdictional Sources 

Under the Tucker Act, 28 U.S.C.S. § 1491, the United States Court of Federal Claims has jurisdiction to 
render judgment upon any claim by or against a contractor under § 10(a)(1) of the Contract Disputes 
Act, including certain specilic kinds of non-rrwnelary disputes, and other non-monetary disputes on 
which a decision of tiie contracting officer has been issued under § 6 of the Contract Disputes Act. 28 
U.S.C.S. § 1491(a)(2). 


I on? 
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Civil Procedure : Pleading & Practice : Defenses, Objections & Demurrers : Motions to Dismiss 
When evaluating a motion to dismiss, the court must corrstrue the aliegafions of the complaint favorably 
to the pleader. Evaluating the complaint in this manner is required regardless of whether the motion to 
dismiss is one for failure to state a claim or for lad< of subjeci matter jurisdiction. 

Civil Proc«fure : Pleading & Practice : Defenses, Cfcjections & Ctemurreis : Motions to Dianiss 
if a motion to dismiss for lack of subject matter jurisdicdon dr^lenges the truth of the jurisdictiorial facts 
in the complaint, the court may look beyond the pleadings to consider all available evidence in order to 
determine jurisdiction. Similarly, it the court has doubts regarding jurisdiction, it may look at all the 
evidence presented to satisfy itself regarding the jurisdictional facts. Indeed the court may, and often 
must, find facts on its own. 

Civil Procedure : Jurisdiction ; Subject Matter Juristiction 

Civil Procedure : Pleading & Practice : Defenses, CMi^ctions & Demurrers : Mottons to Dismiss 
Subject matter jurisdiction may be challenged at any rime by the parties, the court sua sponte, or even 
on appeal. The plaintiff bears the burden of establishing subject matter jurisdiction and must do so by a 
preponderance ot the evidence. If a defendant challenges jurisdiclion. the plaintiff cannot rely merely on 
allegations in the complaint but must instead bring forth relevant competent proof to establish 
jurisdiction. 

Civil Procedure ; Pleading & Practice : Defenses, C^je<^ons & Demurreis ; Motions to Dismiss 
The court's task when evaluating a motion to dismiss for lack erf subject matter jurisdiction is not to 
decide whether the plaintiff will ultimately prevail, but whether he or she is entitled to offer evidence to 
support the claims. Therefore, after a review of the factual alegations of the complaint, a petition should 
be dismissed for lack of subject matter jurisdiction only if no set of facts contained therein would, if 
proved, entitle plaintiff to relief in the court. 

COTstitirficmai law : The Judiciary : Case or Confroverey : Mootness 

The mooriisss doctrine originates from rite 'case or coniroversy" requirement of U.S. Const, art. ill. if a 
plaintiff's allegations become moot for some reason, rtiere is no justtciable "case or controversy " a court 
can decide and, therefore, such court is divested of subject matter jurisdiction, 

Constitutional Law : The Judiciary : Case or Controversy : Mootness 
The burden ol demonstrating mootness is a heavy one. 

Cwstitutional Law : The Judiciary ; Case or Controversy : Mootness 

The mootness of an action relates to the existence of a basic dispute between the parties. 

Constitutional Law ; The Judiciary : Case or Controversy : Mootness 

A case becomes moot when there is no reasonable expectation that the alleged violation will recur, and 
Interim relief or events have completely and irrevocably eradicated the effects of the alleged violation. A 
defendant's voluntary cessation ot a challenged practice or conduct does not necessarily deprive a 
federal court of its power to determine the legality of the practice. The heavy burden of est^lishir^g to 
the court that the <*allenged conduct cannot reasonably be expected to start up again lies with the party 
asserting mootness. 

Civil Procedure : Jurisdiction : Jurisdictional Sources 

Courts can decline to exercise jurisdiction for prudential reasons, even if jurisdiction is otherwise proper. 
The decision v/hether to do so rests within the sound discretion of the trial court. 

Civil Procedure : Pleading & Practice : Defenses, Objections & Demurrers : Affirmative Defenses 
He who comes into equity must ojme with clean hands. 

Civil Procedure ; Summary Judgment or Summary Adjudication : Summary Judgment Standard 
See U.S. Ct. Cl. R. Civ. P, 56(c). 

Civil Procedure : Summary Judgment or Summaiy Adjudication ; Summary Judgment Standard 
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Inorderfor acourt to grant either party's motion for summary judgment, the court, must find that there 
are no genuine issues of material fact and that the prevailing moving party is entitled to judgment as a 
matter of law. A “genuine dispute" is one in which a reasonable Jury, or a reasonable judge, could return 
a judgment for the nonmovant. 

Civil Procedure : Summary Judgment or Sumfrrary ^k^ication : Burdens of Productfon & Proof 
The burden is on the moving party to show that (1) 9we is no genuine dispute as to any material fact 
and (2) it would be entitled to a directed verdict at trial, ^y doubt as to factual issues must be resolved m 
favor of the party opposing summary judgment, to whom the benefit of alt presumptions and inferences 
run. 

Civil Procedure : Summary Judgment or Stawnary Adjudication : Summary Judgment Standard 
Summ^ disposition is appropriate if is no g^uine dispute over a materiai fact. A material 
fact is one th^ might affect the oufcone of the suit iBidw the governing substantive law. Disputes over 
facts which would not determine the outcome are immateri^ ^d. therefore, will not preclude the entry of 
summary judgment. 

Civil Procedure : Summary Judgment or Summary Adjudication ; Burdens of Production & Proof 
On a motion for summary judgment, initially, the burden Is on ttie moving p^ty to produce adequate 
evidence showing that there is no genuine issue of material fact supporting ffie non-movanl‘s case. This 
burden may be dtecharged, and ffien lifted, if the moving party d^onstrates that there is an absence 
of any evidence to support the nonmoving party's case. If the movsig party makes such a showing, the 
nonmoving party must, if it desires to avoid an adverse judgment, demonstrate that a genuine factual 
dispute exists by presenting evidence which establi^es the existence of an element essentia) to its case 
upon which it bears the burden of proof. 

Civil Procedure : Summary Judgment or Sumnrrary Adjudicalbn : Suf^orting Papers & Affidavits 
Civil Procedure : Summary Judgment or Summary Adjudication : Summary Judgment Standard 
In reachmg a decision on summary judgment, the court Is not to weigh the evidence, nor make credibility 
assessments, nor seek the absolute truth of the matter. The role of the ^dge Is simply to determine 
whether there is a genuine issue for trial. When deciding a motion for summary judgment, the judge 
must determine whether the evidence presents a dispute or contrary positions among the parties 
sufficient to require submission to a fai^-finder, or whether the issues presented are so one-sided that 
one party must prevail as a matter of law. Pursuant to U.S. Ct. Cl. R. Civ. P. 56, a motion for summary 
judgment may be decided by the judge based upon the totality of documentary evidence, in addition to 
the pleadings, on file with the court. There is no requirement that the trial judge make actual findirtgs of 
fact, just simply a determination of whether or not there are genuine issues of material fact fn existence. 


Show Headnoles 

COUNSEL: W. Stanfield Johnson, Washington, L).G., attorney of record for plainlitt. 

Kyle E. Chadwick, Washington. D.C., with whom was Assistant Attorney Genera! David W. Ogden, for 
defendant. 

JUDGES: REGINALD W. GIBSON. Senior Judge. 

OPINIONBY: REGINALD W. GIBSON 

OPINION: OPINION ON DEFENDANT’S MOTION TO DISMISS AND THE PARTIES' CROSS-MOTIONS 
FOR SUMMARY JUDGMENT 

REGINALD W. GIBSON, Senior Judge: 

INTRODUCTION 

Plaintiff, Emery Worldwide Airlines, Inc. ("Emery”), contracted with ffre United States Postal Service (“USPS" 
or “defendant"), in April of 1 997, to qaer^e a nationwide network for mail delivery under defendant's Priority 
Mail service program. Due to a muftiplicity of reasons, plaintiff and defendant renegotiated a number of the 
contract terms the most important of whk^i corKems plaintiffs pricing model or compensation. Emery's April 
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3, 2000 six count complaint, as amended on May 22, 2000, requests declaratory relief which would have the 
effect of forcing defendant to comply with the August 4 . 1998r«iegotiated [*2] pricing terms of the contract 
or, alternatively, allowing plaintiff to cease performance. Emery's complaint requests solely equitable relief 
and is not, at this lime, seeking damages. 

Defw<toi!, byils/^ril 10. 2000 motkxis, requests ttrat the cotft dismiss Counts I, IS.andV of plaintiff’s 
complaint because they are moot and Counts fit and IV for pnKlentlaf reasons. Additionally, defendant 
requests summary judgment on Count VI, which is that the court order plaintiff to continue performance of the 
contract. At the present time, plaintiff Is still performing the contract under which it alleges it is operating at a 
loss. Plaintiff has requested, by its cross-rriolion for surrrmary judgment dated May 11 , 2000, that the court 
grant all its requests for declaratory relief as a matter of law or allow it to cease performance. For the reasons 
stated herein, the court denies defendant's «itire nKdIon to dismiss and grants defendant's motion for 
summary judgment as to Count Vt. Additkmaify, fte <XMJrt grants Emery's motion for summary judgment on 
Counts 1 - V, »x;lusively. 

FACTS AND PROCEDURAL HISTORY 

In April of 1997, USPS selected Emery to create and operate a two-day network for a [*3] portion of its 
Priority Mail service under Contract No. 102590-97-B-1460 ('Ihe contrail"), whereby Emery agreed to sort and 
transport this classification of mail. Under the rxmtract. Emery employs a network of ten Priority Mail 
processing centers, sorting and then deliverkig ttre mail to the appropriate USPS destination facilities. 
According to Emery, and not disputed by defendant, service performance by Emery, on mail originating and 
arriving within Emery’s network, has been better than USPS's performance corrceming Priority Mail outside the 
network. 

Under the original contrad terms, USPS agreed to pay Emery a per piece price, so bng as the actual volume 
of mail handled remained between 95% and 105% o( the volume estimates outlined in the contract and 
provided by USPS. The estimates were also categorized by the type of Priority Mail, which indicated what mix 
of mail Emery would expect to receive frcHm USPS. As per the contract, if the volume fluctuates above or 
below the aforementioned percentage estimates, adjustments to the per piece price would be made accorolng 
to schedules listed in the contract. Tliis pricing structure is commonly known as "volume variation pricing" and 
is termed [*4] in the contract as Contract Line Item 1 (hereinafter referred to as "CLIN 1"), Emery claims to 
have substantially relied on USPS projections in its preparation and knplementation of the system which would 
fulfill its obligations under the contract. 

Tlie contract contains USPS's standard disputes clause, which subjects il to the Contract Disputes Act of 1978 
("CDA"). 41 U.S.C. §§ 601-13. This clause specifies that Emery "must proceed diligently with performance of 
this contract, pendingfinai resolution of any request for relief, claim, appeal, or action arising under the 
contract . . , (First Amended Complaint, 4). The issue of continued performance is hotly contested by 
the parties. 

Emery began execution of the contract shortly after April, 1997. According to plaintiff and undisputed by 
defendant. Emery, on executing the contract, has been required to process volumes of mail that consistently 
subst^tially exceed the USPS projections as set out in the contract. Additionally, the mix of mail Emery 
has bad to process has been significantly different from that v/hich was projected by USPS In the contract. As 
such, Emery claims that it has been losing [*5] a substantial amount of money and is, in fact, executing the 
contract at a toss. As a result. In "early 1998." Emery informed USPS that it was preparing claims against it for 
the significant cost increases, which it estimates to be in the ‘hundreds of millions." Id. at 7. 

Consequently, by letter agreement on August 4, 1998, and as modified by a supplemental agreement dated 
September 16, 1998 (hereinafter referred to in toto as the "August 4 agreement"), Emery and USPS modified 
certain terms erf the contract in an attempt to obviate the parties' disagreerrients over the pricing structure. For 
specific concessions made by Emery, USPS agreed to alter the volume variation pricing of CLIN 1 . TTie 
August 4 agreement provided that the parties would attempt in good faith to agree upon a revised, fixed price 
for CLIN 1 for calendar 1999 and beyond. During the latter half ol 1998 and ostensibly beyond, USPS agreed 
to pay Emery an increased per-piece price and a provisional rate while negotiations for a fixed price are 
undertaken. As for timing, the agreement specified that the fixed price for 1999 should be set by the parties on 
or before March 31, 1999. The court notes that this [*6] price, at present, has still not been set. 

To thsi end, the agreement provided, «nong other things, that Emery wouid open its books for an audit by 
USPS, Sudi audit wouid be done "to the extent determined necessary" by USPS and will be compfetsd upon 
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45 days of receipt of ali necessary financial infomiatlon. Id. at App. 6. Emery and USPS dispute whether all 
necessary firraicial information for the auctt beat fwovidoj Bnery. The August 4 agreement also 

provides that the fixed price for CLIN 1 be neg<4Wed in ftjftire years throu^ this same process. As far as 
the court has been informed, the audit for 1999 has not been canpteted at the present time. 

It is apparent from the filings that, from August 1998 to the present, the parties have been attempting to 
negotiate the new prices under the August 4 agreenrent. As specified in the August 4 agreement, Emery has 
timely provided USPS with its pricaig prc^osal, Februaty 1 , 1 999. Emoy contends, however, 

that USPS has not been negotiating with ft fri good It contends that the provisional rale, as provided for 
above and set by USPS, is presently significantly lower, not higher, than the rate Emery had been [*7] 
receiving prior to the August 4 agreement and tl^ such is being done in bad faith. 

Accordingly, because the parlies had still ncrf agreed i^on the CLIN 1 fixed price. Emery submitted a claim, on 
September 8, 1 999, for monetary relief iron USPS pursuant to the CDA. Defendant concedes that, at first, it 
refuted the efficacy of certain piwisions o! the August 4 ayeemenf, but then retracted friis position in two 
letters, both dated March 30, 2000 (“the March 30 decision"), in the form of the USPS contracting officer’s 
("CO") final decision. Specifically, USPS initially took the position that the August 4 agreement did not impose 
enforceable obligations on it to negotiate a new price for CLIN 1 and that, because Emery filed a CDA claim, 
USPS did not have to honor any of the price re-determinatlon provisions of said agreement. Why USPS took 
such indetoisible postticns, at that posture, Is a mystery to this court. 

The March 30 decision acknowledged that Emery is entitled to its incurred costs allocable to CLIN 1 . 
consislent with applicable contract terms and regulations, plus a fair and reasonable profit. Additionally, the 
March 30 decision indicated that the amount Emery will receive P8] for its 1999 performance will be decided 
by USPS on or before December 31 , 2000, a full 19 months alter the dale specified in the August 4 
agreemoit. 'Oie March 30 decfekxi is silent as to pricing for years subsequent to 1 999. Additionally, USPS 
issued another letter in the form of a CO's decisbn, dated May 16, 2000 ("the May 16 letter"), indicating that it 
believed the CLIN 1 pricing negotiations lor the year 2000 would not be completed within the parameters set 
by the August 4 agreement. This letter further indicates USPS's position that Emery does not have a right to 
cease performance on the contract. It is apparent from these letters and the parties' filings that there is a great 
disparity between the two regardrig the interpretation of the August 4 agreement and what obligations it 
imposes on ttiem for the setting of the CLIN 1 prices. 

Consequently, Emery filed its complaint for declaratory relief in this court on April 3, 2000. In said complaint, 
Emery requests that: (a) the pro\^sions of the August 4 agreement are valid and enforceable; (b) the 
redetermination process established in the August 4 agreement has not been terminated by Emery's formal 
claim; (c) USPS was and (*9} remains obligated to pay Emery reasonable previsional rate increases until a 
redeteimkied rate is set by negotiation or order; (d) USPS is not entftled to recoup its prior payments of Hie CY 
1999 provisional rate Increase or to resume volume variation pricing because Emery filed a claim under the 
CDA; (e) USPS Is not entitled to require Emery, as a condition of a negotiated CLIN 1 rate increase, to show 
losses or to show a relation to USPS changes to the contract; (f) USPS remains obligated to respond to CUN 
1 pricing proposals from Emery under the August 4 agreement; (g) USPS remains obligated to negotiate in 
good faith to cxMnplete negotiations for the CY 1 999 CLIN 1 rate, and to use its best etfoits to do so; (h) 

USPS's position and related actions, as stated in its October 8 tetter and as reflected in the complaint, are 
materia} breaches; and (i) Emery may lawfully elect to cancel the contract and stop work on account of each 
and every one ot the breaches. 

Shortly after the scheduled April 1 1 , 2000 status conference, defendant filed a document titled "Statement To 
Clarify Remarks At Status Conference." in this filing, defendant substantially admits the facts contained in 
three [*10] counts of the complaint, to wit; that the August 4 agreement Is enforceable (Count 1); that the 
August 4 agreement has a continuing effect (Count 11); and that plaintiffs interpretation of the price 
redetermination process as outlined in the Auc^st 4 agreement is correct (Count V), Defendant's concessions, 
however, were limited to admitting the factual allegations in those counts, not the legal issue that defendant's 
actions constitute material breaches. Because Hie parties were attempting to fully negotiate the disputed 
pridng terms of the contract, they agreed, on April 27, 2000, to dismiss, without prejudice, plaintiff's request for 
relief which stated that defendant was in material breach getter (h) sixive) and that, as such, plaintiff could 
elect to cease performance (tetter (i) above). 

These negotiations apparently failed because Emery filed its first amended complaint, on May 22, 2000, which 
again asserted the two previously dismissed requests. A total of six counts, to be discussed in the next sections 
seriatim, support Emery's requests for declaratory reNef enumerated (a) ttirou^ (i) above. The counts 


Soft? 


09/19/2000 1:49 PM 



129 


Get a DocuraeQt - by Part) Name - Emery 


htqi://wwwJesis.c«n4esearchAetileve?_m...lbz&_md5=dbb53cf4557687ca3c82747b933al7c7 


contained In the amended complaint ar© as foflcwt®: l)ti8A»^ist4 s^rewnent ['11] ss entoreeabie; II) the 
August 4 agreement has continuing effect; III) USPS has an obligation to pay a provisional rate as per the 
August 4 agreement; iV) USPS's continued use of volume variation pricing in contravention to the August 4 
agreement is a material breach entitling plaintiff to cease pertomnance; V) plaintiff's interpretation of the price 
redetermination process, as outlined by tine Augu^ 4 agreement, is correct; and VI) plaintiff has a right to 
cease performance because of USPS's breadtes aid such is not obviated by the disputes clause of the 
contract. 

The task before this court is tv/o-fold. First, tfie court will determine whether defendant is entitled to dismissal 
o! one or more of Counts I - V in the amended cc^nfrfOTt as a matter of law. SeccKidly, the court will d^ermine 
if there are genuine issues of material fact vrtik^ would prev^t the court from rendering summary judgment 
for plaintiff on Counts I - V, and for either party on Count VI. 

DISCUSSION 

i. DEFENDANTS MOTION TO DISMISS 

The government seeks to dismiss, by its April 10, 2000 motion and June 9, 2000 reply brief, Counts I, II, and V 
of plaintiff's claim on the grounds ttiat they are moot [*12] and, therefore, the court lacks subject matter 
jurisdiction pursuant to frie Rules of the Court of Federal Claans fRCFC") 12(b)(1 ). Additionally, defendant 
requests the court to decline to exercise jurisdiclion on Counts HI and IV because of compelling prudential 
reasons, also pursuant to RCFC 12(b)(1). It is important to note that defendant initially took the position, in its 
April 10, 2000 motion, that Count tV should be dismissed as moot. Thereafter, in its June 9, 2000 reply brief. 
deferKJant spears to have abandcmed this po^ksi and, krstead, added Count iV to its section alleging 
dismissal for prudential reasons. 

Furthermore, the court notes that the opening paragraph of defendant's April 1 0. 2000 motion to dismiss 
indicates it is requesting dismissal pursuant to RCFC 120>)(1) (lack of subject matter jurisdiction) and RCFC 
12(b)(4) (failure to slate a clahn), but that fts supporting arguments for dismissal are more appropriate under 
12(b)(1), as no analysis under 12(b)(4) is contained therein. Moreover, defendant's June 9, 2000 reply brief 
simply states that defendant is requesting dismissal pursuant to "Rule 12,“ without specifying a subeocf ion. 
Accordingly, the court (’13] considers deferdani's motion, in tolo. as a request to dismiss Counts 1,11, and V 
as moot, and Counts ill and IV because of prudential reasons, both under Rule 12(b)(1). 

Jurisdiction over the subject matter in this case is initially conferred on this court by the Tucker Act, 28 U.S.C, § 
1 491 , and the Contract Disputes Act. 41 U.S.C. § 609(a)(1). This is so because the disputed contract Issues 
are with the United States, and it contains a clause which provides that it is to be governed by the CDA. Under 
the CDA. Bnsry is permitted to bring this action directly in the Court of Federal Claims after ftie final decisicn 
by USPS's CO, dated March 30, 2000. in lieu of zif^eaiing ttiis decision to an agency appeals board. As such, 
this instant action is a de novo proceeding and, once properly here, this court shall rule on Emery's claim as 
an original proceeding and not simply as a litnHed review of the CD's decision. 

Our equity juriKliction over this of subject matter Is a fairly recent development. That is so because, in 
1992, the Tucker Act was amended to give the Court of Federal Claims jurisdiction “to render judgment upon 
any (*14) claim by or against ... a contractor under section 10(aK1) of the Contract Disputes Act, including 
[certain specific kinds ot non-monetary disputes], and other non-n>onelary disputes on which a decision of the 
contracting officer has been issued under section 6 ot the {CDA],“ 28 U.S.C. § 1491 (a)(2), quoted by Ailian! 
Techsystems, Inc. v. United States, 178 F.3d 1260. 1268 (Fed. Cir 1999). The hstant requests for declaratory 
relief herein are exactly the type of ’‘non-monetary" disputes envisioned by the 1992 amendment. 

When evaluating a motion to dismiss, as in this case, the court must construe tfie allegations of the complaint 
favorably to ttie pleader. Sr^euer v. Rhodes, 416 U S. 232, 236, 40 L. Ed, 2d 90. 94 S. Ct. 1683 (1974) 
(abrogated on other grounds). Evaluating the complaint in this manner Is required regardless of whether the 
motion to dismiss is one for failure lo slate a claim cr for lack of subject matter jurisdiction, as in this case. 

TTius, in rendering our decision, the court will presume thal all of Emery’s factual allegations are true. See 
Forestry Surveys and Data v. United Stales, 44 Fed. Cl. 485, 490 (1999). ['15j 

If, however, the nxjtion to dismiss for iad< of subject matter jurisdiction challenges the truth of the jurisdictional 
fads in the complaint, the court may look beyond Ihe pleadings to consider all available evidence - in the 
instant case the parties' filings - in order lo determine jurisdiction. Rocovich v. United States, 933 F,2d 991 , 

993 (Fed. Cir. 1991). Similarly, if thecourt has doubts regarding jurisdiclion. it may look a! all flie evidence 
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presented to satisfy itself regardlfig tii© jurisfettxial feK^. RHI Inc. v. Uiited States, 142 F.3d 1459, 

1461 (Fed. Cir. 1998). indeed the court may, aid often rmi^fKKl facts on its own. This fact -finding scenario is 
what the court faces now in deciding this instant mattw. 

Subject matter jurisdiction may be challenged at any time by the parties, the court sua sponte, or even on 
appeal. Booth v. United States, 990 F.2d 617, 620 (Fekl. Cir. 1993). The plaintiff, of course, bears the burden 
of establishing subject matter jurisdiction and must do so by a preponderance of the evidence, Reynolds v. 
Army & Air Force Exch. Serv,, 846 F.2d 746. 748 (Fed. Cir. 1988). [*16] Accordingly, mindful of Emery's 
burden to establish the jurisdiction of this court, as well as our own duty to ensure the legitimacy of our 
jurisdiction, we consider ail the evidence preserved for this oourf’s consideration in evaluating the 
government's motion to dismiss, ev^ ewdentiay m^ers outside of the pleadings. Indium Coip. of Am. v. 
Swni-Alloys. Inc., 781 F.2d 879, 884 (Fed. Cir. 1^). Indeed. 8 a defendant challenges Jurisdiction, the 
plaintiff cannot rely merely on allegations in the but nwst in^ead bring forth relevant, competent 

proof to establish jurisdiction. Revmolds, 846 F,2d at 747. 

It is important to understand, however, that the (»urt's task on this issue is not to decide "whether a plaintiff will 
ultimately prevail, but whether the claimant is entitled to offer evidence to support the claims." Scheuer, 416 
U S. at 236. Therefore, after a review of the factual allegations of this instant complaint, the petition should be 
dismissed for tack of subject matter jurisdiction only if no set of facts contained therein would, if proved, entitle 
plaintiff to relief in this court. Son Broadcasting, Inc. v. United States, 42 Fed. Cl. 532, 537 (1998). [*17] See 
also Conley v. Gibson, 355 U.S. 41, 45-46, 2 L Ed. 2d 80. 78 S, Ct. 99 (1957). 

Defendant alleges that, because it crmcected the main factual issues of Counts i, ii. and V. those counts 
have been rendered moot. "The mootness doctrine originates from the 'case or controversy' requirement of 
Article ill of the United Stales Constitution.” CCL Service Corp. v. United States et ai.. 43 Fed. Cl, 680, 6^ 
(1999), citing Northrop Corp. v. United States, 27 Fed. Cl, 795, 800 n.4 (1993) (discussing mootness doctrine 
and its application by Court ol Federal Claims); see Flast v. Cohen, 392 U.S. 83, 94, 20 L. Ed, 2d 947, 88 S. 
Ct. 1 942 (1 968) ("the judicial power of federal courts is constitutionally restricted to 'cases' and 
'controversies.'"). In other words, if a plaintiff’s allegations become moot for some reason, there would be no 
justiciable "case or controversy" a court could decide and. therefore, such court would be divested of subject 
matter jurisdiction. While Congress created this court under Article I of the U.S. Constitution and the "case or 
controversy" requirement appears in Article III, the mootness doctrine p18] and other justifiability 
precepts-including ripeness and standing-have often been properly invoked by this court. CW Government 
Travel, inc. v. United States. 46 Fed, Cl. 554, 557-58 (2000); see Federal Courts Improvement Act of 1982, 
Pub. L No. 97-164, § 105(a). 96 Stat. 25, 27 (1982) (codified, as amended, at 28 U.S.C. § 171 (1994)). 

"The burden of demonstrating mootness 'is a heavy one,"" County of Los Angeles v. Davis, 440 U.S. 625, 

631- 34, 59 L. Ed, 2d 642, 99 S. Ct. 1379 (1979), quoting United States v. W. T. Grant Co., 345 U.S, 629, 

632- 33, 97 L. Ed. 1303, 73 S. Ct. 894 (1953). The mootness of an action relates to the existence o( a basic 
dispute between the parties and not only to the declaratoiy relief that has been requested. Thus, although 
defendant's subsequent acts may possibly moot plaintiff's declaratory reliet requests herein, the constitutional 
requirement of "a case or controversy" may be supplied by the availability of other relief if additional 
consequences of defendant's actions remain. CCL Service Corp., 43 Fed. Cl. at 688-89. 

Thus, USPS’s voluntary cessation of p 1 9] illegal or breaching conduct does no! necessarily moot plaintiffs 
related counts unless it is absolutely clear that the alleged improper behavior will not reasonably recur. In ffiis 
connection, ”[a] case becomes moot when there is no reasonaUe expectation 'that the alleged violatic^i will 
recur, "* and Interim relief or events have completely and irrevocably eradicated the effects of the alleged 
violation.'" National Medical Enterprises, Inc. v. United Stales, 1 1 Cl. Ct. 329. 332 (1 986), quoting County of 
Los Angeles, 440 U.S. at 631. A defendant's voluntary cessation of a challenged practice or conduct-in this 
case contract breaches-does not necessarily deprive a federal court of its power to determine the legality of 
the practice. Friends of the Earth, Inc. v. LakJlaw Environmental Services, Inc., 528 U.S, 167, 120 S. Ct. 693, 
708, 145 L. Ed. 2d 610 (2000), The heavy burden ol establishing lofiie court that the challenged conduct 
cannot reasonably be expected to start up again lies with the party asserting mootness. Id. 

In addition to the foregoing, defendant requests the court to dismiss Counts III and i V, even if (*20j ffiay are 
not moot, because of prudential reasons, aiduding; i) plaintiff has an adequate damages r^edy; ii) the court 
should decline to unnecessarily interfere wttfi an existing contract; and ili) judicial economy. Defendant bases 
its argument herem on the doctrine that courts can decline to exercise jurisdiclton for prudential reasons, even 
if jurisdiction is otherwise proper, T rippe Manufacturing Cwnpany v. American Power Conversion Corp. , 46 
F.3d 624, 627 (7th Cir, 1995). The decision whether to do so rests wittiin the sound discretion of the trial court. 
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See Alexander Proudfootv, Federal Insurance Corrjpany,^) F. Siqjp- S41. 542 (N.D. 111. 1994). Accordingly, 
we will examine defendant's arguments related to ftts in tfie following sections. 

Wii these sidelines si mind regarding Hie defendant mu^ establi^ in order to prevail in its 

motion to disniss plaintiff's Counts I - V, Hie court n«¥ <x^id»s defendants arguments, seriate. 

1. Count I - Enforceability of the August 4 Agreement 

Emery's initial allegation claims that the August 4 agreement, discussed earlier, is enforceable and that, 
pureuant to said agreement, 1*21 ] USPS mtKl twieV and in good faitti negoliate a new CLIN 1 price for the 
contract. Delwdant counters that, because it has rnwr changed Its positbn and conceded the main factual 
issues of Count I, to wit, that the August 4 agre^ent is, sideed, enforceable, the count itself has been 
rendered moot and, therefore, the court !ad<s subject m^or juflsdfcllon over H. initially, defendant had taken 
the position that ^id agreement was not enfc^ce^te. 

Defendant's mootness argument Is unpersuasive as it has not conclusively shown that the mere statement 
that it now agrees that the August 4 agreement ts enforceable means it is indeed complying with such. In fact, 
while defendant admits the 6nfoic6abi% and continuing effect of Hie August 4 agreement, in both the March 
30 decision and the April IS, ^0 Statement To Cla^y Remarks At Status Conference, defendant has, 
arguably, failed to act in accondance with said position. Fa- distance the .August 4 agreement stales the 
following regarding the parties' price r«iegotiati<ms; 


c) For Calendar Year ("CY") 1 S99, the following process will be used to adjust per-piece CLIN 1 
prices .... 

d) Emery will open its books for audit [*22j when requested by the USPS. Emery will submit a 
pricing adjustment proposal fo’ CY IS^aior before January 31, 1999. 

e) . . . The USPS, after auditing Emery’s txiolcs to the extent it determines necessary, will 

evaluate the proposal and respond within 45 days of its receipt. Bnery and the USPS pledge 
their best efforts to negotiate in good faith to complete negotiations on or before March 31, 1999, 
on final CY 1999 CLIN 1 [pricing] adjustments retroactive to January 1, 1999, and resolution of 
any pending or possible requests or ulairns lor equitable adjustments or other pending or 
possible claims under the Contact 


{Amended Comp!., App. 6, p. 5) (emphasis added). Pursuant to subsection (e), Emery has submitted its 
pricing proposal on time, but defendant, to date, has neiHier responded with It.s own price proposal, nor 
completed its audit In order to do so. 

In fact, despite the above clauses, defendant, in its March 30 decision, states; 'that [the 1 998] audit questioned 

a significant portion of the costs Emery booked for 1^8 in view of the wide disparity between your 

estimated price forCY 1999 and our own analysis, and the outstanding audit issues, [*23] the only prudent 
course is to continue our di.scu$$ions based on Emery's actual, audited cost experience for that year." (Deffs 
Mot. To Dismiss, App. p. 4-5). Emery alleges Hiat defendant is taking far too much time to complete its side of 
the bargaining rationale and is using an improper method of evaluation, to wit. actual costs. Indeed, the facts 
bear this allegation out as it has now been over a year since March 31 . 1 999, the date the August 4 agreement 
specified the parties were supposed to have agreed on the 1999 pricing, and defendant has neither responded 
with Hs own pricing proposal, nor completed its audit. Accordingly, the ev'idence presented to this court 
indicates, as far as we can toil, that defendant is not canptying with the agreement and, as such, is not 
property acknowledging Us enforceability. The parties should observe, however, that the court is not ruling, at 
this time, Hiat defendant is in breach of contract. 

Additionally, under the mootness doctrine there is no evidence that defendant will not again, in another CO 
decision or convenient moment, officially refuse to give the August 4 agreement effect, There is no reason for 
the court to believe, based on what [*24] we have seen in all of the pleadings filed, that defendant will not 
again return to its former position that the August 4 agreement is not enforceable. Furthermore, there is no 
evidence th^ Hie consequences of defendant's hitiat actions, m refusing to recognize the enforceability of the 
August 4 agreement, have been eradrcaled. See National Medical Enterprises, 1 1 Cl. Ct. at 329. 

Consequently, delendant has not met its heavy burden of estaUlshing to the court that Count I Is truly moot. 
Laidlaw. 120 S. Ct. at 708. Likewise, any a-gument that may be proffered by defendant asserting that a 
remedy under this count would be too difficult to fashion is similarly rejected. 
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When the court views all the evidence presented and construes the allegations In the complaint favorably to 
Emery, we are left with the firm conviction that, if such fac^ as seen by the court are indeed proven by plaintiff, 
it will be entitled to the declaratory relief requested. Son Broadcasting, 42 Fed. Cl. at 537. The court holds that 
Emery has shown, by a preponderance of all the ewdenro sUjmBted, Ih^ we have subject matter jurisdiction 
over Count I. Thus, ['*25) as to sakJ court, we cW«idanfs motiwi to dismiss allegedly due to moo&iess. 

2. Count II - Continuing Effect of the August 4 Agreement 

Emery alleges in Count II of its amended complaint Utat defends! is taking the position that Emery's filing of a 
CDA claim terminates defendant's obligations under the August 4 agreement and that, because of said 
position, defendant is in material breach. Therefore, according to Emery, defend^t is refusing to give the 
August 4 agreement continuing effect. This cowit s ai>stertially similar to, and Interrelated with. Count 1. As 
such, Emery prays, in its request lor declaratory relief, that Ihe (pricing) redeterminatfon process estabii^ed 
in the August 4 agreement has not been terminated Emery's formal claim based on a redetermined price," 
and that, accordingly, the August 4 agreement Is enforceable and continuing in effect. (Amended Compl. at 
28). Defendant, on the other hand, argues that its March 30 decision and Statement To Clarity Remarks At 
Status Conference unequivocally state its position that it is. in fact, giving continuing effect to the August 4 
agreement. As such, defendant argues that ptahtifl's Count II should, like (*26) Count 1, be dismissed as 
moot. 

As Ih© filing indicate, it is true that defendant initialfy toc^ the posaion that Emery's filed claim obviated 
defendant's obligation to honor the August 4 agreement. Defendant stated this initial position in a letter to 
Emery from the CO, dated September 10, 1999, as follows: 


Since . . your September 8 (1999] claim supplanted the pre-claim CLIN 1 price review process 
established by section 17 (of the August 4 agreement] with the forma! ciaims review process 
under the Contract Dilutes Act. our obligation u/vJer section 1 7 to pay “provisional* price 

increases has terminated CLIN 1 pricing under the . . . Confrart accordingly reverts after 

September 8, 1 999 to the original terms and conditions of CLIN 1 of that contract, except as we 
may otherwise agree to settle your presently pending certified clairn. 


(Amended Compl. App.l). 

It is also true that defendant retracted this position in its CO's March 30 decision and its April 13, 2000 
Statement To Clarify Remarks At Status Conference. What is not necessarily true, however, is that defendait, 
by these two documents, is complying with ttie August 4 agreement. In fact, as the previous (*27) section 
explained, the evidence shows that defendant is not giving the August 4 agreement its full and continuing 
effect. Despite defendant's assertions to the contrary, the inordinate amount of time it is taking to respond to 
plaintiff's pricing proposal indicates USPS is not complying with the spirit and, perhaps, not the letter of the 
August 4 agreement. While the papers indicate that defendant is not complying with the August 4 agreement, 
however, we are not holding, at this time, that defendant was or is in breach of contract. 

Consequentiy, defendant's March 30 decision and Statement To Clarify Remarks do not conclusively show 
that it is complying with the August 4 agreement's pricing requirements and, therefore, defendant's mootness 
argument as to Count II, similar to Count I, fails. It is appropo, at this point, to utilize the cliche "actions speak 
louder than words." Here, just because defendant merely states, in the aforesaid documents, that it is giving 
the August 4 agreement continuing effect does not mean it is indeed doing so. Accordingly, when the court 
considers all of the evidence as presented by the parties' filings and construes plaintiffs allegations favorably, 
[*28] surf^ indicates ffiat Emery has prww this court's subject matter jurisdiction over Count I! by a 
pr^jonderance of the evidence. As to Count !i, we also deny defendant's rrwtion to dismiss allegedly due to 
mootness. 

3. Count III - USPS Obligation to Pay the Provisional Rate Inc-ease 

In this count, Emery alleges that USPS is refusing to pay the provisional rate increase as outlined in the August 
4 agreement and discussed supra at page 3. Ur?der the agreement, this rate was to cover the brief period of 
time between the signing of the agre«nent in 1993 emd the date a fixed price was mijtuaiiy agreed upon for 
CY 1999. As previously mentioned, ttre fixed pirce, af the preserrt t^, has still not been set by the parties. 
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Furthermore, plaintiff alleges that USPS ts recouping prior provisional rate increases, which were over and 
above the pre-August 4 agreement prices, and that such is berg done, in bad faith, because of Emery's filing 
of a CDA claim. 

Defendant, in hs motion to dismiss, requests that court ’dedr e to exercise juriscSction” over this count for 

prtKtential reascMis, including; (i) plaintiff has an aJecfuate damages remedy at law; (ii) the court should not 
unnecessarify [*293 interfere with an existmg ccs^rs^, aid (w) jitficial efficiency. The court sha# briefly 
address each of these arguments, serialim. 

Defendant does not state whether it is in fact praying the proprer prrovisional rate as required by the August 4 
agreement but alludes that it is not doing so because it concedes, in its discussion of the provisional rate, that: 
"Emery will in the end be paid based upon Ks ai^ual costs. To the extent that there is a live controversy, 
however, Emery possesses a fully adequate lega r^nedy in an actfon for damages." (Deft’s Mol. To Dismiss 
at 9) (emi^asis added). 

Furthermore, USPS argues that, "because Emerymayfilesuit to obtain the provisional price increase in the 
form of damages, declaratory relief is unwarrant^." Id. The court rejects this argument for the following 
reasons. Under the 1992 amendment to the Tucker Act, quoted supra at 7, terms such as "any claim" and 
"other non-monetary disputes ' obviously indicate Congress’ intent to give the statute broad coverage over 
non-monetary disputes. 28 U.S.G. § 1491(a)(2). IWs language is distinctly expansive, not restrictive. Clearly, if 
Congress vaunted to restrict [‘30] declaratory aclkms to equiable claims that were certain to have no possisle 
c^fflice of a concomitant damages remedy, then it vtfould have used restrictive, not expansive, language in frie 
statute. In such a scenario, Congress would have made H clear that this court should only exercise jurisdiction 
over equity claims when there was no possibility of a damages claim. 

Defendant attempts to argue that, because plaintifTs Count III ‘will ripen only later this year" into a claim for 
monetary damages, it would be inappropriate for the court to ever grant 8ie declaratory relief requested. 

(Deft’s Mot. To Dismiss at 9). This position is contradictory to the open-ended language contained in toe 
Tud<er A<S, quoted above, ^d, as surto, toe court rejects defendant’s position that we should dismiss Count III 
because plaintiff may, at some point, have aclatoi for damages. See Alllant Techsystems, 178 F,3d at 1268. 

Additionally, the court does not find at all compelling defendant’s argumwt that we should decline to exercise 
jurisdiction because of the potential harm of unnecessary interference with the administration of a continuing 
contract. The contract's execution is far from P31] being free of interference, as both parties are at odds with 
each other in strenuously attempting to alter and define its parameters. Moreover, it is likely that court action 
may actually be the wily toing toat save the contract. 

Likewise, the court views defendant's argument toat we should decline jurisdiction because of judicial 
efficiency equally unpersuasive. ConsFdering (he scope and nature of the contract here in dispute, it would be 
folly for the court to dismiss this equity action merely for judicial economy. This is particularly true whereas 
here the court is fully mindful of the renowned equitable principles that •• he who comes into equity must come 
with clean hands; and defendant, who asks us to dismiss this count in equity, is certainly not of clean hands. 
See, e.g.. Keystcme Driller Co. v, General Excavator Co.. 290 U.S. 240. 244-45, 78 L. Ed. 293, 54 S. Ct. 146 
(1933). Consequently, toe court rejects defendants position that we should dsctins to exercise jurisdiction for 
prudential reasons arto holds that plaintiff has adequately established this court's subject matter jurisdiction 
over Count Hi. Dof^dant's motion to dianiss Count III for prudential [*32| reasons is, therefore, denied. 

4. Count IV - USPS Return to Volume Variation Pricing 

Under this count, Emery alleges that USPS has, in contravention of the August 4 agreement, applied volume 
variation pricing instead of the provision^ rale as discussed in the prior section and that such Is a 
m^eii^antic^tory breach of the agreement. This count is interrelated with Count !!! and should be viewed as 
the 'flip-side' of said cowit. In other words, platotiff alleges fhal USPS should be ordered to apply the 
provisional pricing as outlined in the August 4 agreement (Cowil 111), instead of applying the pre-August 4 
agreement's volume variation pricing, wtiich USPS is now doing in breach of the contract (Count IV). 

Defendant concedes that ils March 30 decision and its Statement To Clarify Remarks At Status Conference 
do not address this issue directly but requests the court, nonetheless, to decline to exercise subject matter 
jurisdiction for Iho following prudential reaswis, which mirror those of Count ill: (i) plaintiff has an adequate 
damages remedy; (ii) the court should not urviece^arfiy interfere with an existing contract; and (ill) judicial 
efffciency. 
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As in Count III, defendant [*33j argues that b«:ais© conftaolBig officer has determined that Emery will, 
in tie end. r^joyer its full, aJtowable actual costs,* Coimt IV be dismissed as plaBitrff has an adequate 
damages remedy at law (Deft's Mot. To Dismiss at 8). As mentiwisd earlier, defendant does not appear to be 
meeting its obligation to pay this provisional rata as required under the August 4 agreement and. accordingly, 
plaintiff's declaratory request in Count iV is, Indeed, viable. For the same reasons discussed in the prior 
section, the court rejects defendant's damages argum^t as applied to this interrelated count. Simply because 
plaintSf may have ^ adequate money ctenages mmdy, st sjme point, does not necessarily mean. or» these 
facts, that tfte court should di^iss ttie cunent dedai^oiy lelid request, and we decline to do so. See Alliant 
Techsystems, 178 F.Sdat 1268. Defendant has not shown an adequate reason why this court should decline 
to exercise jurisdiction simply because plaintiff may have a future damages claim. 

Likewise, as in Count III, the court finds unpersuasive defendant's arguments for dismissal because of the 
possbte harm m unnecessarily interfewg [*34j an exiting contract and for jtidicial effidency. The 
reasons si^porting ttia court’s ruling as to these two argumwits are more fully explained in the prior section. 
Considering allot the above, the court holds that Emery has established our subject matter jurisdiction by a 
preponderance of the evidence and, accordingly, we deny defendant's motion to disrriiss Count IV. 

5. Count V - Interpretation of the Price Redelermination Process 

in Count V of Hs amended complaint, Briery alleges that def^idanl has taken the position that, in order for the 
pricing structure of the August 4 agreement to become efficacious. Emery must show that: (a) such is 
necessitated by Emery's losses and (b) those losses are the result of USPS's changes to the contract. 
Additionally, plaintiff claims that this position is a material breach and. as such, the court should: 1 ) declare 
USPS's obligations under the August 4 agTQenteni and 2) declare that Emery has a right to cease 
performance. 

Defendant counters that it has already cotKeded the above issue in its March 30 decision and its Statement 
To Clarify Remarks At Status Conference and that, therefore, plaintiff's request is moot and should be 
dismissed. [*35] Specifically, defendant states, with regardto plaintiffs dispute over having to show losses 
caused by USPS, that "tiiose issues are moot because the contracting officer has determined that Emery 
is entitled to a fair and reasonable price lor CLIN 1 , based upon ifs actual costs" (Dsfts Mot. To Dismiss at 7) 
(emphasis acWed). 

The court has reviewed the March 30 decision and notes that defends! has, in fact, conceded that it intends 
to allow plaintiff a reasonable profit on the contract as per the August 4 agreement. It does not follow, 
however, that defendant has committed itself to do so because it has not even ccwnpleted its price 
redeterminatkw) for CY 1999. As explained earlier, defendant is over a year late in responding to plalnlilfs 
price proposal. Moreover, proper justification for why defendant has not completed its end of the pricing 
redetermination agreement at the present time is not supported by the record thus tar. Defendant merely 
states that Its audit of Emery's books, which is called for in the August 4 agreement, has not yet been 
completed. While the court is not holding that such is being done in bad faith or in breach of contract, the 
totality 1*36] of the evidence indicates that defendant is taking an unreasonable amount of time to complete 
its audit, clearly outside of the timescale as envisioned by the August 4 agreement. 

Accordingly, defendant's bare statements, in its March 30 decision and Statement to Clarify Remarks At 
Status Conference, that it will comply with the August 4 agreement's price redeteimination process does not 
mean it is actually doing so. As such, plaintiff’s request for declaratory relief requiring defendant to comply with 
said process is anything but moot. Therefore, similar to Counts t and li, defendant has not met Its heavy 
burden in showing that Count V is moot. ConskJerirrg all of the above, this court holds that plaintiff has shown, 
by a preponderance of the evidence, that this court retains subject matter jurisdiction over Count V, 
Consequently, the court denies defendant’s motion to dismiss Count V. 

II. THE PARTIES' CROSS-MOTIONS FOR SUMMARY JUDGMENT 

Pursuant to RCFC 5S(c), plaintiff seeks summary judgment on aft six counts contained in ifs first amended 
complaint. Defendant, under the same rule, seeks summary judgment on Count VI only. i.e.. continued 
performance. RCFC 56(c) is modeled 1*37] after Rule 56 of the Federal Rules ot Civil Procedure (Fed. R. 

Civ. P,), both providing that; "the judgment sought shall be rendered forthwith if the pleadings, [and all other 
filings] . . . show that there is no genuine issue as lo any material fact and that the tTooving party is entitled to 
judgment as a matter of iaw," RCFC 56(c); Fed. R. Ov. P. 56, 
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In order for this court to grant either party's motion for aamiary jud^ent, the court, of course, must find that 
there are no genuine issues of materiai fact and tfisi prev»lkig mc^/ing parly ts entitied to judgment as a 
matter of law. Csiotex Corp. v. Calrett, 477 U.S. 317, ^5, 91 L. Ed, 2d 265, 106 S. Ct. 2548 (i 986). A 
"genuine dispute" is one in which a reasonable jury, or in this case a reasonable judge, could return a 
judgment for the nonmovant. Anderson v. Liberty Lobby, 477 U.S. 242, 248, 91 L. Ed. 2d 202, 1 06 S. Ct. 2505 
(1986). The burden is on the moving party to that (1)#iere is no genuine dispute as to any material fact 
and (2) it would be entitled to a directed verdict at triaL AcSckes v. S.H. Kress & Co,, 398 U.S. 144, 157, 26 L. 
Ed. 2d 142, 90 S. Ct. 1598 (1970). [*38] Any dcHit^ as to factual issues musl be resolved hi favor of the party 
opposing summary judgment, to whom the benefit of aR presumptkjns and inferences run. Matsushita Elec. 
Indus. Co. V. Zenith Radio Corp., 47S U.S. 574, 587, 89 L Ed. 2d 538, 106S. Ct, 1348(1986). 

Summary disposition is appropriate only if there is no genuine dispute over a material fact. Anderson, 477 U.S. 
at 248. A material fact is one that mi^t the outcome of the suit under ttie governing substantive law. !d. 
Disputes over facts which would not determine ttte outcwne are immaterial and, therefore, will not preclude 
the entry of summary judgment. Id.; Lane Bryant, ino. v. United States, 35 F.3d 1570 (Fed. Ctr. 1994). 

Initially, the burden is on the movhg party to produce adequate evidence showing that there is no genuine 
issue of material fact supporting the non*movanfs case. Celolex Corp., 477 U.S. at 325. This burden may be 
discharged, and tiien lifted, if the party demorrstrafes that there is an absence of any evidence to 

support the nonmovHig party's case. Id. If the moving party m^es such a showing, the nonmovirig [*39] party 
musl, if it desires to avoid an adverse judgment, demonstrate that a genuine factual dispute exists by 
presenting evidence which establishes the existence of an element essentia! to its case upon which it bears 
the burden of proof. Donnie Price v. United States, 46 Fed. Cl. 640, 645 (2000), 

In readiing a decision on summary juc^ment, the court is not to weigh the evidence, rror m^e credibiiity 
assessments, nor seek the absolute tmth of the matter. ArxJerson, 477 U.S. at 2SS, The role of the judge is 
simply to determine whether there is a genuine issue for trial. Id. at 249. When deciding a motion for summary 
Judgment, the judge must determine whether the evidence presents a dispute or contrary positions among the 
parties sufficient to require submission to a fact-finder, or whether tiie issues presented are so one-sided that 
one party must prevail as a matter of taw, Id. at 251-52. Pursuant toRCFC 56. a motion for summary 
judgment may be decided by tti© judge based upon the totality of documentary eviderwe, In addition to tiie 
pleadings, on file with the court. Celotex Con?-, 477 U.S. at 324. j*40) Hrere is no requirement that the trial 
judge make actual findings of fact, just simply a determination of whether or not there are genuine issues of 
materia! fact in existence, Anderson, 477 U.S. at 251 . 

Summary judgment is appropriate here at bar because the sole dispute concerns the interpretation of a 
government conlrad, which is a question of law. See Olympus Corp. v. United Slates, 98 F.3d 1 314, 1316 
(Fed. CIr, 1996), Additionatiy, because both parties moved for summary judgment as to Count VI. each motion 
under said count was judged independently by the court. Donnie Price, 46 Fed Cl. at 645. With these above 
guidelines in mind concerning motions for summary judgment, the court wili rx>w consider both parties' 
motions as to each of plaintiff's six counts in the aggregate and m the following order: (1) Counts I, II, and V; 

(2) Counts ill and IV; and (3) Count VI. 

1. Counts I, II, and V; Enlorceability, Continuing Effect, and Interpretation of the Price Redetermination Process 
of the August 4 Agreement 

Emery's allegations, under these three counts, claim, most importanlly, that the August 4 agreement is 
enforceable, continuing {'*41] in effect, and that, pursuant to said agreement, USPS must timely and in good 
faith negotiate a new CLIN 1 price for the contract. Aiso, Emery alleges that defendant has taken the position, 
In bad faith, that Emery’s filing of a CDA claim terminates its obligafiorrs under the August 4 agreement and 
that, in order for the pricing structure of the August 4 agreement to become efficacious. Emery must show: (i) 
such is necessitated by Emery's losses and (ii) those fosses are the result of USPS's changes to the contract. 
Finally, Emery alleges that, because defendant has taken these positions, it is in breach of contract. 

in view thereof, Emery requests the foltowhg declaratory judgments under these three counts: (a) that the 
provisions of the August 4 agreement are valid and enforceable; (b) that the pricing redetermination process 
established in the August 4 agreement has not been terminated by Emery's formal claim based on a 
redetermined price; (c) that USPS is not entitled to require Emery, as a condition of a negotiated CLIN 1 r^e 
increase, to show losses as a result of USPS changes to the contract; (d) that USPS is required to respond to 
Emery's CLIN 1 pricing proposes under the [*42] August 4 agreement; (e) that USPS is obligated to 
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negotiate in good faith to complete negotiatjoro for the CY 1999 (XiN 1 rate, and to use its best efforts to do 
so; (f) that USPS actions as reflected ^ the Amswied are breaches of the contrad: and (g) that 

Emery may elect to cancel the contract and ce^a p^fomtarKS. 

The relevant portion of the August 4 agreement, under these three counts, states the following regarding the 
parties' price renegotiations: 


c) ForCriendar YearfCY") 1999, foe fottowhg{Wt)cess¥fltl be used to adjust per-piece CLIN 1 

prices 

d) Emery will open its books for audit when requested by the USPS. Emery will submit a pricing 
adjustment proposal forCY 1999 on or before January 31, 1999. 

e) - . . The USPS, after auditing Enrtery's books to foe extent ft determines necessary, will 
evaluate foe prc^sal and respond w^Wn 45 days of its rece4)t. Emery and the USPS frfedge 
their best efforts to negotiate in good fe^h to COT^irfete negotiaWons on or before March 31 , 1 999, 
on ffoal CY 1999 CLIN 1 [pricing] adjustments retroactive to January 1, 1999, and resolution of 
any pending or possible requestsorclaims for equitable adjustments [*43] or other pending or 
possible claims under the Contract. During this process, the USPS will pay Emery a 
USPS-determined provisional per-plece CUN 1 rate increase in an amount to be determined in 
the USPS's sole discrelior>. . . . 


1) The same process will be followed to adjust CLIN 1 prices and resolve other claims and 
disputes for CY 2000. The USPS agrees to review <XIN 1 pricing and possible or pending 
Contract claims or disputes to sitosequent years and to follow the same process of adjusting the 
CUN 1 price and resolving claims and disputes if necessary. 


{Amended Compl., App. 6. p. 5). 

As Stated earlier, foe filfogs indicate that defendant initially took the position that Emery’s filed CDA clam 
obviated defendant's obligation to honor the August 4 agreement. Such was stated to Emery in a September 
10, 1999 letter from USPS's CO. See discussion supra at 12. Defendant has retracted this position, 
particularly in its March 30 decision and Statement To Clarily Remarks At Status Conference, This does not 
mean, however, that defendant is fully complying with all of its obligations under the August 4 agreement, and, 
indeed, it appears that it may not. 

As prevtousiy [*44] explained, Emery timely submitted its pricing proposal on February 1 , 1 999, but 
defendant, to date, has neither responded with its own price proposal nor completed its audit in order to do so. 
Emery claims that defendant is taking too much time to complete its side of the bargaining. Indeed, Emery 
appears correct as it has now been almost a year and a half since March 31 , 1 999, the date the parties were 
suj^osed to have agreed on foe 1 999 pricing. Emery alleges that defendant is operating m bad f^th and in 
breach of contra:t. Defendant's position, on foe other hand, is that, because ft Is concerned with what 11 is 
seeing in its audit of Emery's books, plaintiffs pricing proposal must be erroneous. The court, however, is 
unable to determine, at this time, whether defendant's current position is justified under the August 4 
agreement. Consequently, we are not deciding, preoently in this opinion, whether or not defendant was or is in 
breach of contract for any of its alleged actions and if of such actions were In bad faith. 

Other ttton the breach of contract allegaticm. defendant has conceded the rr«in factual issues of Counts I, 0, 
and V in its March 30 decision and its April 13, 2000 Statement ^45] To Clarity Remarks At Status 
Conference. In the latter document, defendant states: 


... in accord wifo the contracting officer’s March 30, 2000 tinat decision, we concede the factual 
allegfaions contained in counts I, II, and V and foe legal conclusions that the August 4. 1998 
agreement is enforceable, is of continuing effect, and does not require plaintiff to justify 
increases in its Priority Mail price by reference to (a) financial losses by plaintiff or (b) changes in 
the perfotmance farms of the contract. We understood the discussions during the conference, 
including foe remarks by plaintiffs coimsel, to be consistent with the scope of our admissions se1 
forth above. 
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As we established in our pending dispositive motion [to dismiss] . . . there is no material breach. . 


(Defendant's Statement To Clarify Remarks At St^us C<^etence at 2). 

Summary judgment is appropriate when there are no genuine issues of material fad supporting the 
norrmovant's case and the movant is entitled to judgment as a matter of law. See discussion supra at 17-19. 
As such, and in accordance with the above admissions and UKlerstanding contained in this section, the court 
partially [*46] grants plaintiffs motion for summary judgment on Counts I, l(, and V, and orders the following 
declaratory relief as requested by Emery: 


(A) the provisions of the August 4 agreement are v^d, enforceable, and continuing in effect; 

(B) the pricing redetermination provisior^ established h the August 4 agreement have not been 
terminated by any existing CDA claim made by Emery: 

(G) Emery does not have to dem<M«tra!e tosses caused by USPS as a cc^idition of a negotiated 
CLIN 1 rale increase; 

(D) USPS must respond to Emery’s pridng proposal of February 1, 1999. under the parameters 
set by the August 4 agreement, within forty-five (45) days of this opinion, and must timely 
respond to all future pricing proposals from Emery as outlined in the August 4 agreement; and 

<E) USPS must hereafter negotiate timely and in good faith to complete the pricing 
redeterminations under the August 4 agreement for CY 1 999 and all ^piicaWe years beyond. 

Finaiiy, under Counts I, M, and V, pteintiff requests this court to declare that it has a right to cease 
performance, v/hich defendant opposes. This request is repeated in Count VI, which contains plaintiff's main 
argument [*47] supporting its position. Accordingly, the discussion of continued pertormance is contained in 
part 3, infra, the section addressing Count VI. Also, plaintiff urges the court to declare that defendant's actions 
constitute breaches of the contract. This is strictly a legal issue on which this court deems that a ruling, at this 
posture, is premature. Thus, we decline to so rule at this stage. 

2. Counte ill and IV: USPS Obiigafion to Pay the Provisional Rate increase and End Volume Variation Pricing 

In these two counts. Emery alleges that USPS is refusing to pay the provisional rate increase as outlined in the 
August 4 agreement and has, in contravention of said agreement, applied volume variation pricing instead. 
Under the agreement, the provisional rate was to cover the brief period of lime between the signing of the 
agreement in 199B and the date a fixed price was mutually agreed upon tor CY 1999. As previously 
mentioned, the fixed rate, at the prescrti time, has still not been decided. Moreover, plaintiff alleges tiiat, 
because it filed a COA claim, USPS is recouping prior proviskmal rate increases which were over and above 
the pre-August 4 agreement prices. Emery alleges [*48] that these actions taken by USPS are in materia 
breach of the contract. 

Accordingly, Emery requests the following declaratory judgment rulings, under Counts III and IV, that; (a) 
USPS remains obligated to pay Emery reasonable provisional rate increases, as outlined in the August 4 
agreement, until a redetermined fixed rate is set by negolialicxi or order; (b) USPS is not entitled to recoup its 
prior payments of the CY 1999 provisional rate increase; (c) USPS is not enlitied to resume volume variation 
pricing, as outlined in the original c<H^ract, merely because Emery fifed a ciaim under the CDA reiated to the 
redetermination process: (d) USPS actions, as reflected in the Amended Complaint, are breaches of the 
contract; and (e) Emery may eiect to canoe! the contract and cease performance. 

The relevant portion of the August 4 agreement, relating to these two counts, states the following regarding 
the provisional rate: 


1 6- Volume Variation Pricing volwne-varialion pricing of the Contract’s Sectkrs A is 
eliminated, and the 95-105% volume price of said Sectkm A is substituted, for ail CLfN 1 service 
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17. Iiwrease In Per-Piece Price 

‘ • ‘ r49] 

(e) . . . During this process, the USPS will Emery a USPS-determined provisional per-piece 
CLIN 1 rate increase in an amount to be determined in Ihe USPS's sole discretion. The USPS 
will intorm Emery, in writing, of the amoirtt of this provisional per piece rate CLIN 1 increase on 
or before December 31, 1998. 


(Amended Comp!., App. 6, p. 5). 

As previously discussed, given this record, defendant does not appear to be paying any provisic^al rate, as 
required by the August 4 agreement, because of its statement: "Emery will in the end be paid based upon its 
actual costs. To the extent that there is a five controversy (about our obligation to pay a provisional rate], 
however. Emery possesses a fully adequate leg^ remedy in an action for damages." (Deft's Mot. To Dismiss 
at 9). Defend^t infomned Emery that H was endmg its provisional pricing under ttie August 4 agreement, 
because of Emery's claim, in a September 10, 1999 letter, stating.''. . . our obligation under sectiem 17 [of the 
August 4 agrsem«3t] to pay the 'provisiemai' price increase has termin^ed." (Amended Oompi. App. 1) Emery 
alleges that defendant has returried to its pre-August 4 agreements pay^nent structure, [*50] including 
volume variation pricing, which is in violation of said agreement. 

White defendant, for the most part, has conceded that it is not paying the provisional rate as outlined in the 
Augu^ 4 agreement, it is not, hw/ever, adfr^mg material breach on its behalf. Defendant’s currerst position cm 
this issue, as outlined by the March ^ decision and its other fithgs, is that, because Bnery will eventually be 
paid ttte proper rate and will receive alt of the money it is entitled to. no provisional rate is necessary. The court 
rejects ttiis hospitable position as the Mardi K) decl^on does not obvi^e defendant's obligatbn to pay some 
kind of provisional rate, which was called lor under Ihe August 4 agreement. Again, and notwithstanding the 
foregoing, the court is not ruling, at this lime, that defendant is In breach of contract for neglecting lo do so. 

As explained hi the prior section, defendant unequivocally admits that the August 4 agreement is enforceable 
and continuing in effect. That efficacious agreement, as quoted above, provides for a provisional rate to be 
paid by USPS. writh respect to which USPS has ccmceded that it must pay some kind of provisional rate, 
Consequently. [*51 j v^iie the court is not mling on ffie material breach issue, we do grant plaintiff's motion for 
summary judj^nent on these two counts to the extant of the following declaratory rulings: 


(A) USPS Is obligated to pay Emery reasonable and material provisional rate increases, as 
outlined in the August 4 agreement, until such time as the parties have renegotiated the fixed 
pricing rate under said agreement; 

(B) USPS is not entitled to recoup Its pri<^ payments of the CY 1999 provisiohal rat© increases; 
and 

(C) USPS is not entitled to resume wlume variation pricing, as outlined in the original contract, 
unless both parties agree to such act. 

Additionally, under Counts 111 and IV, plaintiff requests this court to declare tha! it has a right to cease 
psfform^ce, which defendant opposes, 11)15 request is repeated in Count VI, which contains plaintiff's main 
argument supporting its positfon. Hie following section, which contains the main discussion concerning 
continued performance, wiif address this issue. 

3. Count VI - Emery's Right to Cancel the Contract and Stop Work 

Count VI of Emery's amended complasit alleges that, because of USPS's material breaches, it has [*52] a 
ri^t to cease performance of the contract. Additionally, Emery argues that "the Claims and Disputes clause 
incorporated into the contract does not require Emery to contmue workmg after a material breach by USPS, 
bec^se such breach claims are not disputes 'aising under* riie contract," (Amended Compl. at 27). 
Accordingly, Emery requests a summary judgment order, from this court, permitting it to cease perlomtance 
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und©r the control. 

Defendant counters that "the bulk of the 'breaches’ afleged in file conpiaint have been cured (if they ever 
existed) by the contraclmg officer's March 30 decision, vrfiich acknowledged that the price redelermination 
process for CLIN 1 should go forward." {Deft’s Mot. To Dismiss^ 10) (emphasis in original). Any breaches not 
cured, defendant continues, are not material. Finally, defendant contwids that any material breaches for which 
it is liable are dilutes ’arising under" the txMitract end fii^, flierefore, the dilutes clause of the contract 
requires Emery to continue working until file (fispute is rest^ed. If the court detemtines that USPS did, indeed, 
breach the contract, then defendant crwttends fiat Bnery has waived any such right it had to |*53] cease 
performance when it continued to perfoim after it filed fts first dasn against USPS under (he contract. 
Therefore, under all of the alternative theories above, defendant requests a summary judgment order that 
Emery be required to conlinue work pariomnaTce. In this section, plaintiff’s motion for summary judgment will 
be discussed firet, followed by the discussion <A defaidanfs motton. 

As e)g)iained previous, the court is not ruiing, at time, wrfwther defendant is currenlly, or was hi the past, 
in material breach of contract, it is true that defendant has admitted a number of the issues presented in 
plaintiff's six-count amended complaint, would arguably support the contention that defendant breached 
the August 4 agreement prior to the March 30. 2000 decision's "cures." For instance, defendant admits that, 
prbr to March 30, 2000, it took file indefwi^rie positions that the August 4 agreement v/as unenforce^ie and 
that Emery's filed claim obviated defendant's r^tigation to honor the agreement. Defendant then retracted 
these positions in the March 30 decision and confirmed such in its April 13. 2000 Statement To Clarify 
Remarks At Status Conference. Furthermore, as P54] previously discussed, some of the evidence presented 
in this case indicates that defendant is currently not complying with said agreement. Defendant has not, 
however, conceded that it did, in fact, breach the agreement at any time. 

The court holds that the totality of the evidence presented falls ^ort of proving that defendant irrefutably 
breached the contract and, therefore, we rule that plaintiff is not entitled to cease performance. As such, the 
court denies plaintiff's request for summary judgment on this issue, particularly in view cf the fact that plaintiff 
may have a viable damages claim in the future. 

Regarding defendait's motion for summary jud^nent, the contract contains a disputes clause, whkb states: 

"a. This contract is subject to the Contract Disputes Act of 1978 (41 U.S.C. 601-813) ('the Act')," and "b. 

Except as provided in the Act, all dilutes arising under or relating to this contract must be resolved under this 
clause. '■ (Amended Compt. App, 4) (emphasis added). Emery argues thal defendant's breaclies are of such 
seriousness as to be a complete repudiation of the contract as a whole and, therefore, the current dispute is 
not one which {*55] "arises under" the contract. Defendant counters that the dispute is basically over the 
timing of paymwts and, therefore, it is on© which falls squarely (“arises") under the contract. 

"Of course, the government may not, through a contracting officer’s decision, impose obligations on a 
contractor far exceeding any contemplated by their ccntracf. If the government orders a 'drastic modification' in 
the performance (or payment terms] required by the contract, the order is considered a cardinal change' that 

constitutes a material breach of the contract Sudi a material breach has the effect of freeing the 

contractor of its obligations under the contract, including its obligations under the disputes clause." Alliant 
Techsystems, 178 F.3d at 1276 (cilations omitted). 

Considering that the court has not found, at this time, that defendant's actions are in breach of contract and 
that we are ordering USPS to comply with a number of provisions as set forth in the August 4 agreement, any 
disputes between the parties are, at this fwint, clearly ones which would fail under the disputes clauss of fine 
contract. Moreover, the language of the disputes clause contained (*56) in the contract and quoted above Is 
unequivocaf in its direction to Emery to amtinu© performance under the type of scenario that is prcssently 
before us. As such, the court hereby orders Emery to continue performing the contract as set out by said 
contract provisions and as substanfiaily amended by the August 4 agreement. 

CONCLUSION 

As e)q)lained bi the body of this opinion, defendant's motion to dismiss Counts I - V is hereby DENIED. 

Plaintiffs motion for summary judgment on Counts I • V is hereby GRANTED, to the extent as indicated in 
eadi relevant section above, because of defendant's admissions, the facts presented to the court, and 
controiiing legal precedent. As to both parlies' cross-mot'ions for summary judgment on Count VI, the court 
her^y DENIES plaintiffs motion and GRANTS defendant's motion. Acconiingiy. because the court has ruled 
on tfiese motions in then entirety, fteintiff’s request to present additional aff idavits'evidence pursuant to RCFC 
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56(g), in oreler to support its motion for siffnrr^y pid^nwrt, te herein OENiED. 

Given ail of the foregoing, and because this o|^ic»i ac^iHScates ttie entirety of plaintiff's amended complant 
and the parties' respective dispositive fSTJ motions, the Clerk shall enter judgment accordingly. No costs. 

IT IS SO ORDERED. 
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Mr. LaTourette. Mr. Postmaster, the questions that I was ask- 
ing about that before, I guess the crux of my concern — and I had 
a chance to read it while others were engaged in questions, and I 
think I was right, and I would invite you maybe to take a look at 
the opinion, too, but the question I have with the strategic alli- 
ances is, if Emery Worldwide had been successful, they not only 
ask that you go back and pay them money that they said that you 
negotiated and should have paid them, but they also wanted out 
of the contract, and that for the moment has not been granted. 
That’s not settled, according to the judge’s decision. 

What sort of disruption by going outside of the Postal Service 
and contracting with this type of alliance would that have caused 
to the delivery of mail in this country if Emery had been successful 
in court last month? And here’s the context in which I ask it. Be- 
cause it’s my understanding, for instance, if FedEx has — its pilots 
belong to a labor organization, which is certainly OK. But if you 
entered into such a strategic alliance and the FedEx pilots have 
difficulty, not with you but with FedEx, and decide to go on strike. 
I’m wondering how you factor that into the strategic alliance dis- 
cussions you have with these outside entities. 

Mr. Henderson. That’s a liability that we have with everyone. 
We fly mail on United Airlines, for example, and we have to have 
contingency plans when that airline goes on strike. We have a con- 
tingency plan. You basically put priority mail on the surface, and 
you truck it. To the degree that we could get space, which is very 
limited on the commercial airlines, we would contract it, but you 
just have alternate transportation arrangements. 

Mr. LaTourette. During the time since I had a chance to ask 
you a question as well, I talked to my chief of staff, and she’s a 
lot smarter than I am, and she said that I was asking the exclusiv- 
ity and competition in bidding question improperly, so let me put 
it as clearly as she thinks it should be put. That is, let’s say you 
enter an agreement with FedEx or anybody else on a strategic alli- 
ance along the lines of your discussions. Are you indicating that if 
somebody else comes along and says I want that exact same deal, 
too, that it’s your position that because it’s a moneymaking venture 
or whatever the incentives are for the Postal Service that you 
would enter into it with that other guy or gal as well or that the 
first in sort of has a leg up and others would be excluded from hav- 
ing the exact same four-cornered deal? 

Mr. Henderson. Well, the only part of the deal that you couldn’t 
do would be to contract with an equal amount of air transportation. 
But keep in mind when we put the Emery contract out for REP, 
the one in which Emery was successful, in the end there was only 
one qualified bidder because of the size and scope of it, who was 
one person in the whole country who was interested and one per- 
son who was qualified. So the answer to it is, yes, we’d be open to 
discussions with anybody. 

Mr. LaTourette. Mr. Chairman, what do you want to do about 
votes? 

Mr. McHugh. I don’t plan on voting. How about you? 

I had contemplated adjourning the hearing. However, Mr. Davis 
suggests that he has at least two more questions he wishes to pose. 
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So I think perhaps we should vote and come back. It sounds as 
though you have 

Mr. Davis. My questions can be in writing. They’re just two 
issues. 

Mr. LaTourette. I have two more that aren’t related to this 
FedEx thing that I can submit in writing and have answered, and 
that’s fine with me. 

Mr. McHugh. If you’re comfortable with that. 

Mr. LaTourette. I’m more than comfortable. 

Mr. McHugh. Well, then, with that let me say we will have, as 
we usually do but I really mean it this time, a wide variety of ques- 
tions. 

I apologize to Miss Corcoran. We really didn’t get to her. She 
submitted very thorough, comprehensive testimony that made some 
I think very important points that need to be pursued; and we will 
submit those in writing and also to Mr. Ungar to such things as 
the Government Performance Review Act and the suggestion of 
some shortcomings that we very much want the Postmaster Gen- 
eral and the USPS to address. They’re very important. That’s a 
very important process. So you will, all of you, be receiving that; 
and, as you’ve done so faithfully in the past, we’d appreciate your 
cooperation. 

With that, again, a closing word of truly my deepest appreciation 
to all of you. It has been a hell of a ride; and, until we meet again, 
keep those cards and letters coming out. 

The meeting is adjourned. 

[Whereupon, at 3 p.m., the subcommittee was adjourned.] 

[Additional information subcommitted for the hearing record fol- 
lows:] 
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United States General Accounting Office 
Washington, DC 20548 


December 19, 2000 

The Honorable John M. McHugh 
Chainnan, Subcommittee ori the 
Postal Service 

Committee on Government Reform 
House of Representatives 

Dear Mr. Chairman: 

This letter responds to your request for additional information related to the 
Subcommittee’s September 19, 2000, oversight hearing on the Postal Service. 
Enclosed are our responses to questions that you and Representative Pattah asked in 
your letter dated September 29, 2000. 

If you have any further questions or would like to discuss these responses, please call 
me on (202) 512-8387 or my Assistant Director, Teresa Anderson, on (202) 512-7668. 

Sincerely yours, 

Bernard L. Ungar 
Director, Physical Infrastructure 
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Questions From Chairman John M. McHugh 

1. Your testimony notes that the Postal Service may be headed for financial 
shortfalls. Wbat do you think the Service should be doing to ensure that it 
can continue to provide affordable postal services? 

Achieving productivity gains through reducing costs should be atop priority for the 
Postal Service so that it can continue to provide affordable postal services. As the 
Postmaster General stated at the September li, 2000, National Postal Forum, “First 
and foremost, we have to remain affordable. Of all the pUlars supporting our gateway, 
affordability i.s the one that can bring the whole house down. We are doing everything 
we can to bring our internal cost structure down — ^focusing on breakthrough 
productivity, reducing overhead, and reforming all of our business processes.” We 
agree with this emphasis on improving productivity and reducing costs. 


2. You also mentioned that the Postal Service’s recently approved Strategic 
Plan (for fiscal years 2001 through 2005) states that the Service expects 
mail volumes to decline. Do you think that the Postal Service’s Strategic 
Plan provides an adequate blueprint for addressing the anticipated declines 
in mail volume? 

The Postal Service’s 6-Year Strategic Plan for fiscal years 2001 through 2005 provided 
a valuable summary of the Service’s mission, changing environment, goals, and 
strategies to achieve those goals. As part of its discussion on its changing 
environment, the Service’s Strategic Plan addressed how changes in the environment 
have lead it to sigiuficantly revise its view of the future from historical trends of 
continually increasing mall volumes to a planning assumption of potential declines in 
mail volumes for First-Class and Standard A Mail. The Strategic Plan further stated 
that, “if the next five years yield change in the postal markets that is indeed faster 
than currently anticipated, a number of issues wiU need to be addressed by postal 
management and stakeholders. Critical concerns involving the definition of universal 
service, the potential realignment of service standards, and the configuration of 
current operations and infrastructure will have to be reviewed to reduce costs and 
increase revenues. Increases in productivity at record levels and aggressive 
management of complement are already anticipated. If the volume decline becomes 
as drastic as some experts have forecast, especially in critical mail categories 
currently carrying the burden of contribution to institutional overhead, postage rates 
are likely to increase dramatically for the remaining mail volume, and other 
categories of mail would be affected.” 
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Overall, the Strategic Plan provided a noteworthy analysis of the changing 
environment that made the case for a structural transformation of tire Service and 
outUned five strategies to maintain the financial health of the Service. These 
strategies provide a useful overview of the Service’s general strategic approach to 
achieve its goals and deal with the fcmnldable challenges foreseen by the plan. 
However, the Strategic Plait could have been more useful if it had provided a fuller 
description of the Service’s specific strategies in some key areas. For example, the 
Strategic Plan noted that “The expected decline in traditional postal workload vrill 
inevitably result in both restructuring and a reduction in the workforce.” Although the 
Strategic Plan outlined options that could be used to manage reductions in the 
Service’s workforce, it did not discuss how the Service plans to achieve these 
reductions. In addition, the Strategic Plan highlighted the Service’s breakthrough 
productivity initiative which is designed to achieve between $3 and $4 bUHon in cost 
savings by 2006, and provided a useful summary of broad strategies to achieve this 
objective. However, the Strategic Plan could have provided more clarification on how 
and when breakthrough productivity and the associated cost savings are to be 
achieved. 


3. What would be the implications for the American people if the Postal Service 
encounters increasing financial difRcuIties? 

The short-term implications would be an increasing likelihood of further increases in 
postal rates so that the Service can meet its break-even mandate. The Service’s final 
performance plan for fiscal year 2001, which was dated October 6, 2000, projected a 
deficit of $480 milhon. The Service projected this deficit to occur even though higher 
postal rates are expected to take effect in January 2001. Thus, xmless the Service 
controls its costs more effectively than it has projected, another increase in postal 
rates may soon be necessary. 

The long-term implications of increasing financial difficulties likely would be 
increasing difficulties for the Service to affirmatively answer aU four questions we 
posed at the September 19, 2000, hearing: In the long run, (1) Can the Postal Service 
maintain, and where necessary, improve on the quality of maU delivery service? (2) 
Can the Service continue to provide affordable postal rates? (3) Can the Service 
remain self-supporting through postal revenues? And (4) Can the Service continue in 
the long term to provide the current level and scope of universal postal service? 
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4. You reported that the Service’s productivity for fiscal year 2000 grew by a 
little more than 2 percent. What do you think of the Service’s progress in 
this area? 

In our view, the Service’s progress in improving its productivity wOl be critical to its 
success. As the Service has noted in its 1999 Annual Report, “Improvements in 
productivity are a hallmark of successful companies. Our government mandate does 
not protect us from competition or technological change, thus we are constantly 
striving to process more mail as efficiently as possible.” We are concerned that 
postal productivity has increased by only 1 1 percent since the 1970s — despite the vast 
changes in postal automation and postal operations that have occurred in the past 3 
decades. 

The 2.6 percent Increase in postal productivity in fiscal year 2000 was a notable 
improvement from the 3.3 percent cumulative decline in postal productivity from 
fiscal years 1993 through 1999. In fact, such an increase would be the largest 
productivity gain since fiscal year 1993. The Service has recently set a goal of 
increasing postal productivity in fiscal year 2001 by 0.7 percent. This goal is 
consistent vrith the Service’s statement that it recognizes the difficulty of achieving 
called-for cost reduction goals in fiscal year 2001, the first year of its “breakthrough 
productivity” initiative. It is also consistent with upward revisions in the Service's 
projected expenses for fiscal year 2001. For these reasons, we are concerned about 
the Service’s ability to achieve the breakthrough productivity increases it has called 
for. 


5. You mentioned that the Service has a basic strategy of aggressive cost 
cutting and new revenue generation. What do you think of this strategy? 

In tile neai' future, the Service has more potential to gain from aggressive cost cutting 
than it does from new revenue generation. As we reported in November 1998, the 
Service’s total expenses for its new product initiatives during fiscal years 1996 
through 1997 exceeded total revenues by almost $85 million. In addition, the Service 
acknowledged in its recent Strategic Plan that no significant new revenue is forecast 
from new products and services during the next 5 years. We agree with the Service’s 
strategy of focusing primarily on cost cutting and with its “breakthrough” 
productivity goal of achieving between $3 and $4 billion in cost savings by 2005. 
However, as we previously mentioned, we are concerned about the Service’s ability 
to achieve its productmty goals, particularly in liglit of the Service’s reductions in 
cost-savings estimates for fiscal year 2001. If the Service caimot achieve specific cost- 
savings goals, it will only Increase the need for additional cost cutting efforts or price 
increases on postal services. 
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6. You raise the question of whether the Service, its labor unions, and its 
management associations share the same sense of urgency in improving 
labor-management relations. Do you view this as a survival issue for the 
Postal Service? 

We agree with the Postal Service’s conclusion in its 6-Year Strategic Plan for fiscal 
yeans 2001 through 2006; “A solution to the need for Improved workforce relations 
must be found if the Postal Service and the associated postal jobs are to survive in 
the more competitive world of the future.” As we reported in 1997, with the 
significant future challenges it faces to compete in a fast moving communications 
marketplace, the Service can ill afford to be burdened with long-standing labor- 
management relations problems. Cooperation between postal management and the 
workforce wUl be critical to facilitate the Service’s ability to achieve desired 
productivity improvements and other ituyor goals. 


7. The Postal Service has been providing regular reports on its progress in 
addressing the recommendations made in the Data Quality Study to Improve 
the quality of data used in ratemaking. Are you satisGed with their progress 
in this area? 

The Postal Service has made a good start in planning to address the 
recommendations made in the Data Quality Study. Ihe Service has prioritized the 
recommendations, identified actions that need to be taken, and identified additional 
resources that will be needed to implement recommended improvements. The key 
will be follow-through, as the Service implements planned activities in this area. As 
the Service has recognized, some of the recommended improvements are long 
overdue, while others wiU take years to implement. The Data Quality Study noted that 
“Providing sufficiently complete and accurate data for rate making is an evolutionary 
process that requires the Postal Service to continually improve the quality of its rate 
making data and related data systems. Continuous improvement is required to adapt 
to changes in postal operations, technology, and costing systems as well as changes 
in the complexity of the Postal Service’s rates. . . ” It will be important for the Service 
to continue to give this the priority and resources it deserves. 


8. You also mentioned other areas where you have concerns about the 
reliability and completeness of the Service’s performance data. Can you 
elaborate on your concerns and what yon believe the Service should be doing 
in this area? 

We are concerned that the Service has not developed results-oriented measures for 
all of its critical functions and program areas, as intended by the Government 
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Performance and Results Act of IW (GPRA). However, as explained in our response 
to question 16, the Service apparently will not have national-level performance 
measures in place for all of its m^or categories of mail for some time to come. We 
also remahi concerned about the reliability and completeness of the Service’s 
performance information provided in its performance plans and performance reports, 
as discussed in our response to question 14 Our specific concerns regarding 
deficiencies in the financial perfoimance data and other information on the Service’s 
e-commerce program are discussed in our response to questions 10 and 13. Our 
concerns regarding the completeness of data in the bulk business mail area are 
discussed in our response to question 22. 

9. You mentioned that yonr review of pay differentials between postmasters 
and their employees has been delayed due to poor information in this area. 
Can you give us an update on the status of your review? 

We have made moderate progress in overcoming the information limitations 
associated with the Postal Sendee’s payroll system. One objective of our design phase 
is to determine the extent craft employees earn more than their local postmaster. To 
address this objective, we plan to analyze the Service’s payroll file for tax year 1999. 
As previously discussed with subcommittee staff, the Service’s payroll system does 
not have a data dlctionaiy, an essential document for data analysis, that would allow 
us to more quickly identify the data elements needed for our analysis. Without the 
data dictionaiy, we have been forced to identlly these data elements through a series 
of conversations with Service officials. While these officials have been cooperative, it 
has been and continues to be a time-consuming and iterative process. 

Recently, the Service provided us with copies of its tax-year 1999 payroll files for our 
analysis. These files were provided on 96 cartridge tapes and cover each of the 26 pay 
periods in tax-year 1999. There are over 700 mfflion records contained in these files, 
and each pay period consists of several files containing about 27 million records. Due 
to the large volume of records, each step of our analysis will require more time to 
complete. 

The other objectives of our design phase are to determine (1) how the Service 
established and applied the pay differential, (2) the legal requirements for the pay 
differential, and (3) how other organizations determine the salaries of supervisors of 
bargaining unit employees. Our work on these objectives has been proceeding as 
planned. We are working with the Service’s compensation officials to determine how 
the Service established and applied the pay differential. We have begun our legal 
analysis of the pay differential and plan to discuss any issues associated with 
establishing and applying the pay differential with the Service’s Office of General 
Counsel. We have contacted both the National League of Postmasters and the 
National Association of Postmasters to obtain lire views of tlieii' presidents regarding 
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the pay differential. We have also spoken with numerous postmasters about the pay 
differential. Finally, we have begun preliminary discussions with the Office of 
Personnel Management (0PM) and the Hay Group, Inc., regarding how the federal 
government and private sector companies determine the pay for supervlsois of 
bargaining unit employees. We have also identified other consulting firms, 
compensation associations, and private sector companies to contact on supervisory 
pay and the differential that exists between supervisors and bargaining unit 
employees. 

10. Your recent report found deficiencies in the Service’s financial information 
on its e-conunerce program. For that reason, you concluded that the data 
were insufficient to determine whether the Service had met its financial goal 
in the e-commerce area. What problems did you identify? What does the 
Service need to do to address these problems? 

We received fom sets of financial data on the Postal Service’s e-commerce initiatives. 
We did not independently verify or audit the overall integrity of these sets of data. 
However, we examined the data to see whether they appeared to be consistent with 
the Service’s e-eommerce definition and criteria, clear about what was included, and 
complete. We repeatedly notified the Service of concerns we had with the quality of 
the financial data that were provided to us. However, our review of the latest set of 
financial data, provided in July 2000, continued to raise concerns about the 
consistency, clarity, and completeness of the data that were provided. For example, 
problems included apparent inconsistencies between the data that the Service 
provided to us and to the Postal Rate Commission (PRC) for its Mailing Online 
initiative. Regarding revenues, we also had continuing concerns with the 
completeness and accuracy of these data, partly because of the substantial revisions 
that were made from one report to another. Moreover, 99.8 percent of the Service’s 
revenues for e-commerce initiatives reported to us in July 2000 — specifically, 
revenues from Stamps Online and Movers Net — appeared to be based on revenue that 
fit the definition of revenues generated by core and existing postal products and 
services or Internet enhancements to provide front-end or back-end access to these 
products and services. As the Service had told us on June 15, 2000, such revenues 
were to be included with revenues from its core and existing products. 

Due to the data deficiencies, we do not have confidence that the revenue and expense 
data the Service provided for its individual e-commerce initiatives were accurate and 
complete. Consequently, we do not believe that the financial data that the Service 
provided could be used to reliably assess the Service’s progress toward meeting its 
overall financial performance expectation that revenues generated by e-commerce 
products and services in the aggregate are to cover their direct and indirect costs as 
well as make a contribution to overhead. 
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We have recommended that the Postmaster General address these problems by 
taking action to provide complete and accurate information on costs and revenues 
for the financial data on the Service’s e-commerce initiatives. The Service has agreed 
that it needed better mechanisms to track and report the revenues and expenses of 
its e-commerce initiatives. The Service said it was instituting a standar d fiiranciai 
reporting procedure that will allow it to better assess the progress of each e- 
commerce initiative toward meeting its expected performance goals. These steps are 
important and need to be effectively implemented. 

In addition, in order for the Service to assess whether its e-commerce products and 
services collectively cover their direct and indirect costs, additional data would be 
needed For example, data would be needed on expenses associated with the 
Service’s e-commerce initiatives, such as (1) expenses related to infoi-mation systems 
required to support e-commerce initiatives and (2) some expenses for other 
infrastructure initiatives that supported c-eommercc initiatives. Other issues relating 
to such assessments would include the frequency of review; the appropriate inclusion 
of revenue, operating expenses, and capital expenses for discontinued e-commerce 
initiatives; and whether and how financial results would be made available to 
Congress and otheis, such as the PRC. 


11. In the future, what do you anticipate will be main challenges for the Postal 
Service as it continues to implement its e-commerce program? 

The main challenges for the Postal Service will be to clarify its vision and strategy for 
its role in the e-commerce area, provide effective management and oversight of its e- 
commerce program, and achieve success in a highly competitive and fast-changing 
marketplace. First, the Service vrill be challenged to clarify its vision of which e- 
commerce products and services are appropriate and in the public interest and to 
develop a strategic plan for achieving this vision. Developing goals and strategies will 
be key to understanding what the Service expects to achieve in this area Second, the 
Service will be challenged to ensure effective management and oversight of its e- 
commerce program. In this regard, the Service will be challenged to appropriately 
identify e-commerce and related initiatives and maintain accurate and complete 
information on their status, follow its process for developing and approving e- 
commerce initiatives, and provide complete and accurate financial data on its e- 
commerce initiatives. Third, the Service will be challenged to compete successfully in 
the e-commerce area, where it faces broader competition than in traditional postal 
areas, a fluid competitive landscape, changing technology, and changing competitive 
demands. 
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12. In your opinion, what are some key areas for congressional oversight of the 
Postal Service’s e-conunerce program? 

Congressional oversight can focus on whether the Service’s e-commerce program is 
effectively managed. Our review found weaknesses in this area, which we reported 
on; and, the Service agreed to take actions to implement our recommendations for 
improvement Specifically, the Service said it would more precisely identify its new e- 
commerce initiatives and more completely document their review and approval. The 
Service also said it would require that complete and accurate cost, revenue, and 
performance data be tracked and periodically reported to senior management so that 
the Service can assess whether its e-commerce program is meeting its goal in this 
area. Congress can monitor the Service’s progress toward addressing these 
deficiencies. 

In addition, congressional oversight can create a meaningful dialogue on the Service’s 
role in the e-commerce area and deal with conceiris that have been raised relating to 
fair competition. For example, your Subcommittee held a hearing that discussed 
concerns about the Service’s potential advantages from its dual role as a competitor 
providing e-commerce products and services and as an entity with law enforcement 
responsibilities. A recent hearing on the Service’s e-commerce program by the Senate 
Subcommittee on International Security, Proliferation, and Federal Services, 
Committee on Governmental Affairs, which also has oversight responsibility for the 
Postal Service, discussed the Service’s e-commerce program and specific concerns 
relating to privacy issues. Given the continuing concerns about the privacy of 
customer information collected on the Internet, congressional oversight can provide 
valuable insight into the privacy of Postal Service customer information collected 
through the Service’s e-commerce activities. 


13. Can you provide some specific examples of some of the problems that the 
Service encountered as it has rolled out its e-commerce initiatives? 

First, during our review, the Postal Service inconsistently applied its definition of e- 
coitunerce in identifying its initiatives and provided inconsistent information on the 
status of its initiatives. The Service struggled to properly classify its e-commerce and 
other initiatives that related to its broader eBusiness environment, wliich included 
other categories of initiatives that may involve the use of new technology. It provided 
an initial list of 28 e-contmerce and associated infrastructure initiatives to us in April 
2000, which was reduced to 7 e-commerce initiatives as of July 2000. The 
identification of e-commerce initiatives is significant because the Service has 
established a separate process to provide expedited review and approval for such 
initiatives. In addition, identification of e-commerce initiatives defines the activities 
that the Service has stated are to collectively cover their direct and indirect costs and 
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make a contribution to overhead. The Service also had difficulty providing complete 
and accurate information on the status of initiatives that had been ongoing for some 
time. 

Second, the Service did not consistently follow its current or former processes for 
approving and reviewing e-commerce initiatives. Based on information provided by 
the Service for orrr review, we reported that none of the five e-commerce initiatives 
fuUy or partially implemented to date had aU of the required documents or formal 
approvals from appropriate officials. The Service provided documentation of Board 
of Govemora approval for only two e-commerce initiatives. 

Third, as discussed in our answer to question 10, the Service had difficulty providing 
complete and reliable financial data for its e-commerce activities. 

14. The report you released today stated that you are concerned that the 
Service’s annual performance plans and performance reports may not have 
been as useful to Congress, postal managers, and others as they could have 
been. What are your major concerns? How could the Service make them more 
useful? 

Our report concluded that our assessment of the Service’s fiscal year 1999 
performance report and its fiscal year 2001 preliminary performance plan was not as 
positive as our prior years’ assessments of the Service’s efforts under GPRA. 

Although both the fiscal year 1999 performance report and fiscal year 2001 
performance plan contained several positive aspects, we expressed concern that they 
fell short of their potential. 

We noted that the fiscal year 1999 performance report — ^the first to be prepared by 
the Service under GPRA — ^provided a useM summary of the Service’s performance in 
several areas, presented results in a useful tabular format, and acknowledged the 
importance of setting performance goals and targets linked to the Service’s mission. 
Our primary concern with the fiscal year 1999 performance report was that some 
aspects were not as straightforward and clearly stated as intended by GPRA and 
contained possibly misleading information or incomplete expiaimtions of results. For 
example, the report contained language that could lead readers to mistakenly 
conclude that for fiscal year 1999, the Service exceeded its on-time delivery targets 
for both overnight and 2- and 3-day deliveiy of First-Class Mail. Similarly, the report 
attempted to portray negative postal productivity in a strongly positive and possibly 
misleading light In order to Improve the Service’s future performance reports, we 
recommended that all sections of such reports reflect straightforward and clearly 
stated comparisons of planned targets and results so that readers are not mislead 
regarding performance. The Service’s Vice President for Strategic Planning stated 
that future performance reports would incorporate additional material responding to 
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concerns raised and the recommendation made in our report. We are hopeful that 
continuing dialogue, both within the Service and with Congress, other stakeholders, 
and us, will continue to add value to die Service’s performance reports. 

Similarly, we recognized positive aspects in the Service’s preliminary perfonnance 
plan for fiscal year 2001, including additional performance indicators and targets for 
tracking intended performance in selected subgoals, such as (1) targets for overall 
customer satisfaction (residential and business); (2) resolving employee complaints 
(Resolving Employee Disputes, Reaching Equitable Solutions Swiftly-. REDRESS); 
and (3) Voice of the Employee survey — which is the vehicle used by the Service to 
improve its understanding of employee issues and concerns. 

However, like the performance report, there were also several reasons why the 
Service’s fiscal year 2001 preliminary performance plan may not have been as useful 
as it could have been. Specifically, the performance plan (1) provided little or no 
explanation on why several subgoals, Indicators, and targets that were included in the 
Service's fiscal year 2000 performance plan were not carried forward into the fiscal 
year 2001 preliminary performance plan, (2) contained unclear criteria for measuring 
the Service's succe^ in achieving certain goals, (3) did not completely describe 
strategies to accomplish some results, (4) failed to adequately update some 
infonnation contained in the fiscal year 2000 performance plan to reflect known or 
anticipated changes when discussing the linkage between performance goals and 
major programs, and (5) failed to provide adequate explanations on why baseline 
data were not provided for some quantitative indicators. 

The Service agreed with our recommendations to include in its future performance 
plans (1) detailed explanations when subgoals, indicators, and targets contained in 
the prior year's plan are not carried forward into the current year plan; (2) clear 
criteria, including baseline data where possible, for measuring the Service's success 
toward achieving stated goals; (,3) complete descriptions of strategies to accomplish 
stated goals; (4) updated mformation to reflect known or anticipated changes when 
discussing the linkage between performance goals and major programs; and (6) 
where applicable, explanations on why baseline data are not being provided. As 
discussed in our response to question 18, the Service’s final fiscal year 2001 annual 
performance plan made changes to implement our recommendations. 
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15. You gave an example of the Service reporting that it met its goals for timely 
delivery of First-Class Mail based on its performance in the last 2 quarters. 
Why didn’t the Service’s performance for the Srst 2 quarters — which covers 
the busy holiday season — count toward its goals for timely mail delivery? 

We don’t know. The Service has not adequately explained the rationale for this 
decision. Nothing in the Service’s final performance plan for fiscal year 1999 
indicated that its targets for overnight and 2- and 3-day First-Class Mail were not for 
the entire fiscal year. We believe that it was misleading for the Service’s performance 
report for fiscal year 1999 to highlight that the Service exceeded its targets in these 
areas based on performance for the last 2 quarters, when delivery scores were at their 
highest point for the year. When aH 4 quarters of fiscal year 1999 performance data 
were aggregated, the Service met, but did not exceed, its goal of 93 percent on-time 
delivery of overnight First-Class Mail and delivered 86 percent of the 2- and 3-day 
mail on-time — 1 percentage point less than the established target of 87 percent. 

The Service’s final performance plan for fiscal year 2000 stated that “For FY 2000, the 
Postal Service will: - Achieve overnight First-Class Mail on-time performance of at 
least 93 percent - Increase two - and three-day First-Class Mail on-time performance 
by one percentage point over FY 1999 performance, but at least to 87 percent.” Given 
the Service’s responsiveness to our recent GPRA report, we are hopeful that the 
Service’s forthcoming performance report for fiscal year 2000 will report results for 
timely mall delivery based on performance for the full fiscal year. 


16. You previously have reported that the Service had not set performance 
targets for all of its major categories of mail. Is this stUl the case; and if so, 
when will the Service have targets in place for all of its major categories of 
mail? 


In November 1998, the Service reported to your Subcommittee that “We recognize the 
need to provide our customers with specific measures of delivery performance for all 
our products and services,” However, the Service still does not have targets m place 
for all of its major categories of mail. For example, the Service has said that it set 
national-level performance targets that are publicly available for First-Class Mail and 
Standard A Mail (primarily advertising mail); proprietary targets for Priority Mail and 
Express Mail; but has not set national-level targets for Periodicals and International 
Mail. The Service has reported that “Over the next several years, technology will 
enable the Postal Service to develop service performance measurement systems for 
aU major categories of mall and for any new services introduced to the market.” It is 
not clear to us whether or when the Service will have these performance measures 
and targets in place, but it appears as though this task will remain incomplete for 
some time to come. 
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17. The GAO has closely monitored the Service’s GPRA-related activities over the past 
several years. In geneml, is the Service improving in this area? 

The 6-year strategic plans and the annual performance plans and reports required 
under GRPA are important public communication tools for the Postal Service and its 
community of interested stakeholders about the future direction that management 
plans to take, how it plans to get there, and how well the Service is meeting its goals. 
The usefulness of these documents depends upon their ability to communicate 
effectively with affected stakeholders. In addition, these documents should provide a 
complementary blueprint of the Sendee’s long-term and short-term planned and 
actual performance. As such, the effectiveness of these documents continues to 
evolve as both the Postal Service and interested stakeholders communicate about 
what information should be included and how it should be presented. 

Overall, the Service provided a good description of its long-term plans, including its 
major goals and strategies, in its 5-year strategic plan, but the specifics of how it 
intends to reach its long-term goals and the resources that wUl be necessary to get 
there were not always as clearly stated in the annual performance plans. Moreover, 
we were disappointed with the usefulness of the Service's first armual performance 
report and identified areas for further improvement, as we discussed in our response 
to question 14. We recognize that the performance report was the Service’s first effort 
in this area. As discussed in response to question 18, the Service has been responsive 
to our recommendations for improvements in its performance plans and perfonnance 
reports. We have maintained a constructive dialogue with the Service, and based on 
the Service’s responsiveness, we anticipate continued Improvement in future 
performance plans and performance reports. 


18. In responding to the recommendations contained in your recently issued 
report on Postal Service performance planning and reporting, the Service 
promised to make a number of changes in its future plans and reports. How 
comfortable are you that the promised changes fully address the report’s 
recommendations ? 

The Service’s final fiscal year 2001 annual perfonnance plan — ^whlch was published 
on October 6, 2000, following our report and oversight testimony — ^made changes to 
implement our recommendations. However, we remained concerned about several 
areas where additional Improvements are needed. The Service’s responses to our 
recommendations included (1) adding more detailed explanations of why it changed 
or dropped some subgoals, indicators, and target^ (2) providing more complete 
baseline data; (3) providing more complete descriptions of strategies to accomplish 
some key goals; (4) updating and providing additional status information on major 
programs, including why the reported level of resources changed significantly from 
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the final 2000 performance plan; and, (5) summarizing why some baseline data were 
not available. The Service also provided more detailed Information on its 2001 
Capital Plan that included explanations of how specific investmenis would contribute 
to achieving goals such as improved productivity. In our view, these changes 
strengthened the Service’s final performance plan. 

In addition to these changes, the Service revised the format of the final performance 
plan to improve its clarity. For example, the final performance plan incorporated 
high-priority goals and changes to the goals in the main part of the document, where 
the Service presented its goals for fiscal year 2001. These changes will increase the 
usefulness of the report. The Service also appropriately restored national goals for 
improving overall productivity and improving labor productivity, which had been 
included in its final performance plans for fiscal years 1999 and 2000 but had been 
dropped from the Service’s preliminary performance plan for fiscal year 2001. 

However, the final performance plan for fiscal year 2001 did not fully Implement our 
recommendation that performance plans are to include clear criteria for measuring 
the Service’s success toward achieving stated goals. In several key goal areas, the 
final performance platr either did not specify targets or stated that the targets were 
subject to further change. For example: 

• The final performance plan for fiscal year 2001 set a target of a net loss of $480 
irulUon but stated that this figure represented the proposed fiscal year 2001 
operating plan, subject to further review and approval by the Board of Governors 
at its November 2000 meeting. The Service is required under GPRA to prepare an 
annual performance plan that is to “provide a basis for comparing actual program 
results with the established performance goals.”' The usefulness of the final 
performance plan is diminished if the resource information presented has not 
been finalized. 

• The final performance plan included a performance indicator to “Improve Area 
productivity over a ‘hurdle’ rate. The hurdle rate is the percentage productivity 
improvement over the threvShold that is necessary to meet the national net income 
target. It is recalculated each accounting period, and is the same for each Area.” 
However, the final plan stated that the specific numerical Area productivify 
targets were not available and would not be finalized “until the baseline data are 
final and all technical acijustments for cost and pay rate changes are complete. 
Additional information on Area productivity targets and achievement will be 
provided in the 2000 Annual Performance Report” This report is not expected to 
be issued until about half of fiscal year 2001 is completed. The Service’s 
performance plan is required under GPRA to “establish performance goals to 


‘ 39 U.S.C. 2803(a)(5). 
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define the level of performance to be achieved by a program activity.”^ Undefined 
performance indicators that are subject to continual change would appear to be of 
limited usefulness to postal managers, Congress, and others. 

• Similarly, the final performance plan included a performance indicator to 
“Improve Performance Cluster productivity over a “threshold” value unique to 
each Performance Cluster. The threshold value is the percentage improvement 
over prior year performance that a Performance Cluster must achieve to qualily 
for the VOB [Voice of the Business] portion of the Economic Value Added 
program. ” However, ihe final performance plan did not provide the quantitative 
targets corresponding to this productivity indicator. Thus, the final plan did not 
articulate expected performance in this area. 

In addition, the final fiscal year 2001 annual performance plan provided little 
discussion of a mgjor development — the Service’s target of a net loss of $480 million 
in fiscal year 2001, in contrast to the target of $500 million in net income in its 
preliminary performance plan for fiscal year 2001 and the revised target for fiscal 
year 2001 of $150 miUlon in net income in its Strategic Plan. The final performance 
plan stated that: “Compared with the figures presented in the Preliminary 2001 
Annual Performance Plan, these more recent 2001 projections reflect lower First- 
Class Mall and Priority Mail volumes as well as higher resource costs.” However, it 
did not explain why the Service adopted a more consenmtive volume forecast or 
discuss why resource costs increased. The plan would have been more useful if it had 
provided fuller explanations to the major changes in these areas. 


19. What made the Breast Cancer Research Semipostal successful, and do yon 
believe future semlpostals will fare just as well? 

Generally, there have been three key factors contributing to the success of the Breast 
Cancer Research Semipostal (BCRS): 

• First, the BCRS eryoyed broad support from the public and key breast cancer 
research stakeholders. About 71 percent of adults 18 years of age or older in the 
continental United States responding to our contractor’s statistically representative 
public opinion surv'ey were in favor of semipostais such as the BCIffi, and cancer 
organizations-such as the American Cancer Society and the Susan G. Komen Breast 
Cancer Foundation — supported and encouraged the purchase of the semipostal. 

• Second, the BCRS had no competition from other semipostals that might have 
diminished or slowed its sales among the general public. The Service did 


'a9U.S.C.2803(aXl). 
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considerable promotion on the BCRS and received an award from the Promotion 
Marketing Association for its efforts. 

• Third, the BCRS was voluntary and convenient The BCRS was voluntary in that 
postal patrons could choose to purchase the BCRS for First-Class postage at 40 cents 
or purchase any of the other, non-senupostal First-Class stamps at 33 cents. The 
BCRS was convenient in that it was to be widely available at post offices, postal 
stores, from rural carriers and some vending machines, and at some special events. 

The success of any future semipostal may well depend on the issue the semipostal is 
promoting and the amount of support generated by stakeholders. Breast Cancer 
research is a well-known issue and generated widespread support from health 
research and support organizations. Semipostals promoting lesser-known issues and 
with limited organized support may not fare nearly as well. 


20. As yon know, GAO has reviewed the U.S. Mint’s commemorative coin 
program. Since commemorative coins share some similarities with 
semipostals, what lessons have been learned &om the Mint’s commemorative 
coin program that might apply to semipostal stamps? 

There were three basic lessons learned from the government’s commemorative coin 
program that may be applicable to semipostals. 

• First, the market may become saturated if there are too many competing products. In 
our report on the commemorative coin program, we noted that sales declined in the 
early 1990s as the number of commemorative coins proliferated. According to coin 
collectors, the Director of the Mint, and others, commemorative coin sales declined 
in the early 1990s because there were so many different commemorative coins that 
the market became saturated and could not absorb more. Prom 1982 through 1989, 
Congress authorized an average of less than one commemorative coin program per 
year, and the total number of commemorative coins sold averaged 4.5 million 
annually. In the early 1990s, however, Congress authorized an average of 2.7 
commemorative coin programs per year, and the total number of commemorative 
coins sold per year fell to an average of 2.8 million. 

• Second, if the product being sold does not enjoy broad public support and appeal, 
sales may lag. For example, our coin report noted that commemorative coins with 
themes that were popular with the commemorative coin market-such as the 
centennial of the Statue of liberty and Ellis Island-sold weU, but commemorative 
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coins with narrower appeal, such as the United Service Organization® coin, did not 
fare nearly as wen.* 

• Third, if a product is unpopular and sales fail to live up to expectations, the agency 
selling the product may be unable to recover Its costs. In our coin report, we noted 
that the Mint recorded a loss on some commemorative coin programs because sales 
were not sufficient to recover its costs. In 1994, for example, the Mint reported losing 
$4. 1 million on the World Cup coin program because of the coin’s weak sales. 


21. The GAO recently issued two reports on the diversity of the Service’s 
executive and managerial levels. Overall, has the Service been making 
progress in this area? Can yon give ns examples of what has helped the 
Service improve the diversity of its upper management levels? Are there 
opportunities for more improvement in this area? 

In our report on diversity in the Service’s Postal Career Executive Service (PCES) 
levels®, we stated that over the last 5 fiscal years — September 1995 through 
September 1999 — ^women and minority representation among PCES executives 
generally increased by about 4 percentage points wMe white men’s representation 
correspondingly decreased. Most of this change was primarily accounted for by the 
increase in the representation of white women, while representation among minority 
men decreased for the 5-year period. At the end of fiscal year 1999, women and 
minorities represented about 35 percent of the PCES executive workforce compared 
with their representation of about 58 percent in the Service’s overall workforce. 

Our June 2000 report® on the representation of women and minorities in the Service’s 
Executive and Administrative Schedule (EAS) management-level positions at 83 of its 
85 districts did not include a national trend analysis of the 83 district workforces. 
However, at the end of fiscal year 1990, the overall representation of women and 
minorities in EAS levels 16 through 26 represented a district average of about 49 
percent compared with their average representation of about 56 percent across all 
district workforces (excluding EAS levels 16 through 26), Further, in the two districts 
we reviewed in detail — Chicago and Akron — we found that from fiscal years 1996 
through 1999, women and minority representation among EAS levels 16 through 26 
increased about 1 percentage point in the Chicago district and about 2 percentage 
points in the Akron district. 


* The United Service Organization provides services to active duty miUtary personnel, such as emergency 
housing and food assistance. 

‘ U.S, Mint: Commemorative Coins Could Be More Profitable CGAO/GGD-96-1 13, Aug. 7, 1996). 

' V.S. Postal Service: Diversity in the Postal Career Executive Service (GAO/GGD-00-76, Mar. 30, 2000). 

* U.S. Postal Service: Diversity in District Management-Level Positions (GAO/GGDU)0-142, June 30, 2000). 
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Our report on the PCES workforce said that the Service had various efforts under 
way or planned that were intended to increase diversity among the PCES executives. 
First, the Service required that its PCES merit performance evaluation process hold 
executives accountable for diversity-related performance objectives. Second, the 
Service developed management training programs to help employees better manage 
their careers. Third, the Service established a diversity oversight group to oversee 
corporate diversity initiatives. Similarly, we reported that the two districts where we 
reviewed the representation of women and minorities in EAS levels 16 through 26, 
also implemented diversity-related initiatives, including the use of training programs, 
such as the Associate Supervisor Program, and career development programs. 

As the Service recognized in its comments on our reports, it can continue to make 
progress in the representation of women and minorities, particularly among its first- 
level supervisors and mid-level managers. We agree that continued focus on this issue 
is important to help develop an effective workforce that wlU facilitate achieving the 
Service’s mission and goals. 


22. After many reviews by GAO and the IG, it seems that the Postal Service has 
continuing problems in the acceptance of bulk business mail. What should 
the Postal Service be doing? 

Postal management must, for the foreseeable future, remain vigilant in monitoring 
and maintaining the controls over all facets of business mail acceptance. These facets 
Include controls to ensure that mall is properly prepared and that the proper postage 
is paid as well as the way revenue deficiencies are identified, adjudicated, and 
collected. 

As we reported in 1996, the Postal Service recognized the need to have reasonable 
assurance that its bulk business mail operation adequately protects the Service firom 
postage revenue losses. Toward that end, in 1989 and 1990, the Postal Service 
established a control system designed to give it such assurance. That assiuance is 
dependent on the control system operating as designed, including the production of 
certain information that management determined was needed for monitoring and 
evaluating the effectiveness of the control system and making changes as 
appropriate. We reported that the system did not provide the Service with reasonable 
assurance that all significant amounts of revenue due from bulk business mailings 
were correctly identified and received. Further, we found that the Postal Service's 
bulk business mail control system also lacked a mechanism for identifying how much 
revenue was being lost, overall, by the Service accepting Improperly prepared 
mailings. We concluded that unless the Service has an accurate indication of the 
magnitude of the risk, it will be hindered in (1) making Informed decisions about the 
management attention and dollar investment necessary to manage and minimize 
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revenue losses and (2) assessing the effectiveness of initiatives to improve revenue 
protection controls. 

In November 1999, we reported ttiat the Service had made changes over the 
acceptance of business mail that were generally along the lines that we 
recommended in 1996, and its controls overall appeared to have improved. However, 
we found that the Service had not fuHy addressed our 1996 reeonunendations that it 
ensure supervisory reviews of business mail acceptance procedures were performed 
and that it develop information for evaluating the adequacy of its business mail 
controls. We made additional recommendations for improvement; and in response, 
the Service increased the number of supervisory reviews. 
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Questions From Representative ChaJka Fattah 

1. In the recent Commission report on a Safe and Secure Workplace, it was 
noted that postal workers are six times more fearful than those in the 
national workplace and believe they are at greater risk of workplace violence 
from coworkers. Postal employees also are more likely to agree that 
managers and supervisors try to provoke employees to violence. Even the IG 
noted that managers can be intimidating. What is your reaction to these 
findings and what steps should the postal service take to address these 
concerns? 

The findings of the Commission’s report' appeared to be consistent with the results 
we reported in September 1994 from our review of labor-management relations.' We 
reported tiiat labor-management problems were long-standing and had multiple 
causes that were related to an autocratic management style, adversarial employee 
and union attitudes, aivd inappropriate and inadequate perfonnance management 
systems, hi response to an employee opinion survey conducted by the Postal Service, 
many craft employees (40 percent) said that managers and supervisors did not treat 
employees with respect or dignity and that the organization was insensitive to 
individual needs and concerns. Most managers (58 percent) and supervisors (60 
percent) said that poor employee performance was usually tolerated. Further, in 
October 1997, we reported on our subsequent review of the Postal Service’s efforts to 
improve employee working conditions and found that little progress had been made 
in improving persistent labor-management relations problems.' 

As we noted in our earlier reports, we believe that in order for any improvement 
efforts to be sustained, it is important for postal management, the management 
associations, and postal unions to agree on common approaches for addressing 
labor-management relations problems, including those related to concerns of 
violence in the workplace. We are encouraged by continuing summit meetings where 
postal managers and representatives from the management associations and unions 
meet to discuss workplace problems and how to address them. In addition, the Postal 


' Report of the United States Postal Service Conmussion On A Safe and Secure Workplace, The National 
Center On Addiction and Substance Abuse at Columbia University, August 2000. 

' US Postal Service: Labor-Management Problems Persist on the Workroom Floor (GAO/GGD-Qi-201A/B, 
Sept. 29, 1994). 

^ U.S. Postal Service: Little Progress Made in Addressing Persistent Labor-Management Problems 
(GAO/GGD-98-1, Oct 1, 1997). 
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Service has recognized the importance of focusing on improving employee 
satisfaction as one of the organization’s top three goal areas — the Voice of the 
Employee. In the Service’s 5-year Strategic Plan and the annual performance plans, 
the Service has identified specific goals and targets that include (1) improving 
employees’ safety, security, and well-bemg, (2) improving workplace relations by 
building leadership skills and behaviors, (3) improving understanding of employee 
Issues and concerns, and (4) ensuring an inclusive and fair envirorunent with 
opportunities for all employees. The annual performance reports provide an 
opportunity to closely monitor the Service’s progress in tills area. In addition, the 
strategic plans provide an opportunily for the management associations and unions 
to have input into the goals and targets that are set in this area, as well as input on the 
strategies that iviU be used to achieve these goals. As we mentioned previously, it will 
be important for postal managers and employees to work together if they are going to 
achieve the goals in this area and meet the competitive challenges that they aU face. 

2. The Commission also Issued 10 major recommendations to address potential 
underlying causes of workplace violence and tension. What are your thoughts 
on those recommendations? 

The Commission’s recommendations to the Postal Service, its employee unions, and 
its management associations are a good place to start a dialogue. Again, if the 
Implementation of these or other recommendations is to be successful, the affected 
parties need to agree on a common approach. 


3. Much has been said this afternoon regarding the possible alliance with the 
Postal Service and FedEx. Given your knowledge of the Emery carriage of 
Priority Mail packages, what concerns do you have about such a contractual 
arrangement? 

Although we do not have any specific information about the Emeiy contract or the 
possible alliance between the Postal Service and FedEbc, we can highlight some of the 
broader public policy issues that might need to be addressed. First, the Service would 
need to allay concerns about potential unfair competitive advantages that such an 
alliance might pose. Second, the Service’s customers would want assurance that they 
would still have access to reasonable prices and that quality of service would not 
deteriorate. Third, it is not clear what regulatory jurisdiction and oversight would 
apply to the approval and oversight of such an alliance. Fourth, contract liability or 
tennination issues may need to be addressed related to the Service and its partner(s) 
if tile terns of the alliance were not met. 
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4. You reported on the Postal Service’s e-comnverce activities, and recently 
testified on such before the Senate Postal Subcommittee. Yon have a number 
of recommendations that the Postal Service has agreed to adopt relative to 
inconsistencies in identifying e-commerce initiatives and in reporting the 
status of these activities. What is the status of Postal Service action on your 
recommendations? 

We have recently begun a follow-up review to determine what actions the Service has 
taken to address our recommendations and plan to report on the status of the 
Service’s efforts. 


5. At my request, you recently completed and issued a report on diversity 
among 83 postal districts located throughout the U.S. What lessons and 
initiatives were yon able to identify for those districts that exhibited greater 
diversity? What were the reasons for such diversity and what were the 
reasons for the lack of diversity in otiier districts? 

Overall, we reported that at the end of fiscal year 1999, women and minorities in 83 of 
the Service’s districts represented a district average of about 49 percent of the 
management-level workforce (EAS 16 through 26) compared with their average 
representation of 86 percent across all district workforces (excluding EAS levels 16 
through 26), The representation of women and minorities in EAS levels 16 through 26 
in 83 of the Service’s districts ranged from a low of 22 percent to a high of 95 percent. 

The two districts you asked us to study in more depth, Chicago — located in a large 
metropolitan area — and Akron — more geographically dispersed — differed in their 
representation of women and minorities in their management-level workforces at the 
end of fiscal year 1999. However, such representation in each district was close to 
that in their respective overall district workforces. It appears that several factors may 
have contributed to Chicago’s higher representation of women and minorities in its 
management-level workforce. One, a much higher proportion of women and 
minorities was available in the Chicago district’s civilian labor force than in Akron’s, 
which the Service could draw upon. Two, Chicago has had greater management 
stability in recent years than has Akron, allowing for an opportunity to focus on 
implementing some of its diversity-related initiatives. Unlike Chicago, Akron’s 
management team that deals with diversity issues had experienced turnover in the 
past I'/z years in the positions of district manager, diversity development specialist, 
and manager of human resources. 

Although the management-level representation and geographic structure differed, 
district managers in both Chicago and Akron identified the following three lessons 
related to mcreasmg diversity in their management-level workforces that were 
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common to both districts: (1) management must demonstrate its commitment to 
diversity, (2) training and career development programs must be made available to 
, provide opportunities for women and minorities to ascend to supervisory and 
management-level positions; and (3) an environment must be established that 
encourages communications and cultural ^preciation between management and 
employees. 
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Karla W. Corcoran 

iNSPECTOB General 


January 3, 2001 

The Honorable John M. McHugh 
Chairman, Subcommittee on the Postal Service 
Committee on Government Reform 
United States House of Representatives 
Washington, DC 20515-6143 

Dear Chairman McHugh: 

Enclosed is our response to follow-up questions from my oversight testimony 
before the Subcommittee on September 19, 2000. We appreciate the 
opportunity to address your inquiries and provide you with this additional 
information. 


if you have any questions regarding our response or need further assistance, 
please contact our Director of Congressional and Public Relations, Ms. Laura 
Whitaker, or me at (703) 248-2300. 


Sincerely, 




Karla W. Corcoran 
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1735 N Lvfw St 
Arlington VA 222C9-2020 
(703) 248-2300 
Fax: (703) 248-2291 
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Office of Inspector General, United States Postal Service 
Responses to Questions 

Submitted by the House Subcommittee on the Postal Service 
Committee on Government Reform 
After the Oversight Hearing on 
September 19, 2000 


Proposed Strategic Alliance with FEDEX 


Question 1 


The Service reported that it is in negotiations with Federal Express Corporation 
to form a “strategic alliance” and that an agreement could be completed by 
October. It is reported that under the alliance the Service would deliver FedEx 
packages and use FedEx’s air transportation network to transport Priority and 
Express mail around the world. 

(a) What has been the involvement, if any, of the OIG in reviewing the proposed 
strategic alliance with FedEx? Have you had any further discussions with the 
Service regarding your inability to get information because of nondisclosure 
agreements? 

Response 

We plan to initiate a review of the alliance once it is finalized. To date, we have 
not been involved in reviewing the proposed strategic alliance with FedEx. 

Before our testimony in October, we requested information concerning this 
strategic alliance and received limited information. Since that time, we have had 
discussions with various Postal Service officials about their concerns that 
disclosure of information to the OIG would inhibit the Postal Service’s ability to 
attract customers and other business partners. 

(b) What role do you believe the OIG should play In reviewing proposed strategic 
alliances? At what point, and in what manner, should the OIG review a 
potential strategic alliance so that the legitimate business interests of the 
Postal Service and the potential partner are not compromised? How do you 
plan to perform your function without interfering in the negotiations? 

Response 

In reviewing strategic alliances, the OIG can play at least two roles before the 
alliance is completed. The OIG can serve as an independent reviewer of the 
proposed agreement to detect fraud, waste, abuse, and mismanagement. Also, 
once the alliance is a reality, the OIG can serve as an independent auditor to 
ensure the integrity of the agreement’s implementation. In the FedEx case, the 
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OIG believes the more appropriate role at this time is to audit the impact of the 
alliance on various business aspects, including transportation, delivery, and retail 
operations, and to make recommendations to improve future agreements. 

(c) Has the OIG been asked to validate whether the proposed strategic alliance 
has been developed pursuant to the Service’s Strategic Alliance Guidelines or 
any other relevant review process? 

Response 

No. 

(d) Has the OIG evaluated any of the Service’s other strategic alliances, such as 
the agreement with CheckFree against the Strategic Alliance Guidelines? If 
so, in such cases did you verify that the Service properly followed those 
guidelines and met all their requirements? 

Response 

The OIG has reviewed selected aspects of the strategic alliance with the 
CheckFree Corporation. We are currently reviewing the execution, revenue 
generation, and return on investment of the strategic alliance agreement with the 
CheckFree Corporation under the provisions of the Postal Service Strategic 
Alliance Guidelines. The OIG is also initiating an audit of eBusiness agreements, 
including strategic alliances. 

(e) Has the OIG evaluated the Strategic Miance Guidelines? If so, do you 
believe they contain the appropriate criteria to evaluate the financial 
soundness of any proposed alliance? 

Response 

Yes, the OIG has evaluated several aspects of the alliance guidelines, including 
security, financial soundness, and contract aspects. Based on our review of the 
guidelines, we believe they generally provide sufficient guidance to evaluate the 
financial soundness of any proposed alliance. 


Relocation Expenses 


Question 2 


You discuss the major challenges facing the Service. You cite public trust as an 
important factor in the Service’s challenge of growing revenues and competing. 
Unfortunately, that public trust may have been violated when questionable 
relocation benefits were granted to two Postal Service executives. To make 
matters worse, those executives were the CFO and the Comptroller. The critics 
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of the Service had a field day with this episode. Many were pleased with the 
results of your audit and the outcome. Tfie Board of Governors adopted a 
resolution to review each component of compensation and benefits for Postal 
Service executives and establish standards, it is also important to note that 
without an independent inspector general this issue may never have been 
adequately addressed, if at all, so that some of that public trust could be 
restored. It is troubling to me that the individuals involved could convince 
themselves that such clearly questionable arrangements were justified. 

(a) Were similar special exemptions offered as an option to all other officers of 
the Service? Do you believe that these special benefits were Intended as a 
way to circumvent the salary cap? 

Response 

Our audit found no evidence that special exemptions were offered to other 
executives. At the time of our audit, controls were not in place to ensure that the 
Board of Governors approved significant provisions of incentive plans such as 
relocation benefits. Subsequently, the Board of Governors passed a resolution 
requiring its approval of all officer incentive plans, including relocation. Since the 
payment of these relocation benefits was for retention versus relocation, we 
believe these benefits could be perceived as a way to circumvent the statutory 
limits on compensation. 

(b) Is this simply an isolated case or does it reflect a general attitude among 
senior management that they are underpaid and therefore more deserving 
than other government executives? 

Response 

Postal Service officers are able to request benefits or enticements while 
negotiating their contracts. However, many individuals may be unaware of the 
Postal Service’s ability to negotiate pay and benefits outside the general federal 
pay system. 

The Postal Service is very concerned about its ability to retain and attract 
qualified executives. Several high-level executives have retired or left the Postal 
Service to work in the private sector. The Postal Service also must contend with 
the fact that a large number of its employees are or will be eligible for retirement 
in the next few years. About 64 percent of all Postal Service executives (PCES 
employees) are 50 years of age or more. Postal Service managers believe that 
the salary cap for government employees hinders their ability to compete with the 
private sector in attracting and retaining high-caliber executives. The private 
sector is free to offer salaries and other benefits that exceed those of the 
government. 
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Use of Chauffeur-Driven Vehicles 


Question 3 


You report that you found that some Postal Service executives improperly used 
postal vehicles and chauffeurs. 

(a) In what ways did these executives misuse vehicles and chauffeurs? Please 
provide examples. When such misuse is uncovered how are such officials 
disciplined or required to compensate the Service for the personal use of 
government resources? 

Response 

Our audit of the use of chauffeur-driven vehicles by Postal Service executives 
revealed more than 520 instances w/here one field and eight headquarters 
executives misused chauffeurs and official vehicles. In some cases, the 
executives were transported between their homes and offices, although they 
were not in an official travel status. In other cases, executives used official 
vehicles to transport their spouses. In still other cases, official vehicles and 
chauffeurs were used to deliver packages or other items. These instances 
violated federal law and Postal Service policy. Federal law states that 
employees who willfully misuse official vehicles shall be suspended for at least 
30 days and may be removed from office. The Postal Service has interpreted 
this statute to authorize comparable disciplinary action, such as demotion in lieu 
of suspension. 


Resources a nd Major Challenge s 

Question 4 

The Office of Inspector General (OIG) has been in operation since January of 
1997. The OIG has established a strong presence and has conducted important 
investigations, audits and program reviews in support of Congress, the Board of 
Governors, management, the employees and the mail community. As a 
reflection of our desire to expand that presence and build on that success the 
Ranking Member and I recently encouraged the Governors to continue their 
support of your organization. I was pleased to hear that the Governors recently 
approved your budget request for FY 2001. The Subcommittee would like to 
know how the OIG plans to make use of its additional resources to build on its 
record of success. 
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(a) The OIG has taken on additional audit work from the Inspection Service. How 
and to what extent will the additional resources approved for FY 2001 be 
directed toward this new work? 

Response 

An additional 87 staff were approved for FY 2001 . These staff included 40 to 
conduct field financial audit work previously performed by the Inspection Service, 
with the remainder of the staff to expand our procurement and expenditure 
investigations in accordance with the revised Designation of Functions. 

(b) What are the major challenges that you face in meeting your responsibilities 
in the coming year? How have you positioned your organization to meet 
these major challenges? 

Response 

The OIG faces numerous challenges as it looks to the future. The key 
challenges include continuing to learn about the Postal Service and educating 
our stakeholders about the OIG’s role and authority. To address these 
challenges, the OIG will continue to meet with the vice presidents and other 
Postal Service officials to increase our staffs knowledge of the Postal Service 
and give these officials information about the OIG’s role and authority. 

(c) What areas of postal operations do you believe are high risk and warrant 
close monitoring? What are your upcoming plans for reviewing these areas? 
In what areas have improvements been made? 

Response 

The OIG has previously identified the top ten major management issues facing 
the Postal Service, and for purposes of our annual audit planning, has 
consolidated them into the following areas: 

• Growing revenues and competing in a rapidly changing market. 

• Maintaining affordability by controlling costs. 

• Improving the workplace climate and labor relations. 

• Leveraging technology to enhance productivity. 

In FY 2001, the OIG will concentrate its resources in these four areas. For 
example, to address the issue of growing revenues and competing in a rapidly 
changing market, OIG’s audits will focus on new products and services, 
traditional operations, service performance and customer satisfaction, and public 
trust. The OIG FY 2001 Audit Workload Plan contains further details describing 
future work in this area, as well as the other areas listed above. 
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Economic Value Added Variable Pay Pr ogram 


Question 5 


You conducted a review of the Postal Service's Economic Value Added Variable 
Pay Program. Some employees have expressed the opinion that the goals that 
are measured and used to calculate EVA incentives are so far out of the control 
of individual managers, much less staff, that the annual bonus is seen as a 
“random” event. To them EVA doesn’t tie to their individual level of effort. In 
addition, some employees view current individual pay for performance incentives 
as meaningless since the reward for outstanding performance is not significantly 
different from simply meeting expectations. Postal Service employees, as well 
as stakeholders may perceive EVA negatively. 

(a) Do you agree with Postal Service Management that EVA forces productivity 
improvement? 

(bj In the course of your review of EVA did you conduct any interviews with 
postmasters, mid-level managers, and professional staff to determine if EVA 
is viewed as an incentive to work harder, better and/or smarter? 

(c) Postal unions have rejected offers to be included in the EVA program in part 
because it does not Increase base salaries. Have you detected similar 
attitudes among EVA eligible employees? 

Response 

We are completing our review of the EVA program. We issued an interim report 
to Postal Service management addressing the public perception of paying such 
bonuses when the Postal Service was projecting a net loss, anticipating 
reductions in staff, and asking for approval of a postal rate increase. In our final 
report, we will evaluate the EVA payout model. We also plan to continue our 
review of the EVA program, looking at areas such as whether EVA forces 
productivity improvement and provides an incentive to get employees to work 
harder, better, and smarter; and how EVA impacts overall pay and benefits. 


Certified Mail Service Delays 


Question 6 


At my request, you conducted a review of certified mail service in five locations 
following media reports of severe delays. You confirmed that certified mail was a 
delayed from two to forty days in four of the five locations. You reported that 
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delays were primarily attributable to inadequate staff of mail processing 
operations. I believe there are important lessons to be drawn from this problem. 

(a) Why do you believe, as with so many other issues, that these delays were 
first reported to the press and not to the IG, the inspection Service, Congress 
or, as it should be, to higher-level management? Clearly, postal employees 
working in these facilities were aware of these delays but were apparently 
afraid to report the problem through appropriate channels. How can 
employees be encouraged to report such problems so they can be dealt with 
expeditiously? 

Response 

Our review disclosed that these delays were not reported to the OIG because the 
complaint came from Postal Service customers who may not have known about 
our office. In some cases, customers had notified local Postal Service officials 
who had not satisfactorily addressed the issues. 

Postal Service employees were aware of the problem with certified mail, but this 
information was not communicated beyond first-level supervisors and managers. 
Delayed certified mail was not reported to higher management because of 
internal communication failures and the lack of a defined reporting system for 
delayed certified mail. 

Educating postal stakeholders about the OIG is needed so that the public and 
Postal Service employees understand the OIG’s role. In addition, employees 
need to feel the OIG is a trusted, independent, and confidential agent for 
addressing issues. OIG employees are continuing to inform Postal Service 
employees about the OIG as an avenue to address problems and concerns 
relating to fraud, waste, abuse, mismanagement, economy, and efficiency. 

(b) IVas inadequate staffing the result of “Breakthrough Productivity’’ program 
and its emphasis on cutting workhours? 

Response 

The OIG found no evidence that the Breakthrough Productivity program caused 
the delays. While no one specifically attributed certified mail delays to managers’ 
annual cash awards under the Economic Value Added Variable Pay Program, we 
noted that budget considerations, which are measured by this program impacted 
overtime decisions. The inadequate staffing that contributed to the delayed 
certified mail was mainly the result of inadequate planning to handle seasonal 
surges in certified mail, and in one location was caused by the cancellation of 
overtime. Certified mail operations, however, were properly staffed to handle 
normal certified mail flows. 
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(c) It would seem that certified mail volumes are rather predictable as they are 
closely linked to cyclical events such as tax seasons. Why was local 
management incapable of forecasting certified volume and staffing 
accordingly? Were there some anomalous events that caught management 
by surprise? 

Response 

Delays in processing certified mail were primarily caused by local managers’ lack 
of planning for the increased volume of certified mail during the tax season and 
by inadequate staffing. Our review of certified mail flows showed that these 
volumes have been increasing, but the surge in mail volume during the tax 
season should have been forecasted. While the media reported that problems 
with a new computer tracking system for certified mail created the delays, we 
found this was not a cause for the delays. The acceptance of lower delivery 
standards for certified mail during the tax season in prior years appeared to set 
an inappropriate precedent. 


Designation of Functions and Team-Building 


Question 7 


The Subcommittee is interested in examining the progress OIG and the 
Inspection Service have made in the difficult task of sorting out their respective 
functions and establishing good working relationships among managers and field 
personnel. 

(a) Do the Inspector General and the Chief Postal Inspector meet on a regular 
basis to discuss the important issue of coordinating the work of their 
respective organizations? 

Response 


The Inspector General and the Chief Postal Inspector meet periodically to 
discuss relevant issues. In addition, they communicate on an as-needed basis to 
address emergening issues. 

(b) What other teambuilding activities have the OIG and the Inspection Servte 
engaged in to improve and coordinate their coilective efforts to improve the 
Service? 

Response 

OIG and Inspection Service senior-level executives meet on a monthly basis to 
identify and discuss issues of mutual concern, such as investigative referrals, 
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resolution of jurisdictional issues, and improving communication. Other OIG staff 
meet, as needed, with Inspection Service staff to discuss relevant issues. 


Question 8 


In your testimony, you mentioned that although the OIG and the Inspection 
Service have successfully concluded certain initiatives related to your new roles, 
many issues are still outstanding. 

(a) Please elaborate on what issues of conflict remain and how you are working 
with the Inspection Service to resolve them. 

Response 

Numerous areas of conflict remain betwreen the OIG and the Inspection Service. 
The most pressing of these issues is the exchange of information between the 
two groups. For example, the OIG is required by law to report on all fraud, 
waste, and abuse relating to the Postal Service in the Semiannual Report to 
Congress. The OIG believes this reporting requirement includes all Inspection 
Service activities in these areas. However, the Inspection Service has been 
reluctant to provide us with all of the information we have requested from them 
for the Semiannual Report to Congress, and has published its own annual report 
summarizing its activities. In addition, some senior-level Inspection Service 
officials in field locations remain reluctant to directly provide our employees with 
requested information, without going through Headquarters for approval. 

(b) Has the revised Designation of Functions been fully implemented? If so, has 
it been successful? 

Response 

The revised Designation of Functions, which was approved in April 2000, has 
been fully implemented. An educational process is underway to inform all Postal 
Service employees and the general public of each agency’s respective 
responsibilities. Interpretation issues continue to arise under the revised 
Designation of Functions. While the Designation of Functions serves as the 
agencies’ framework for determining jurisdiction and responsibilities, it cannot 
definitively address all contingencies. Specifically, in the area of eCommerce, 
the OIG and the Inspection Service continue to refine the methodology for 
identifying and developing the role of each agency. However, the revised 
Designation of Functions has resulted in better coordination of the OIG’s efforts. 
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Question 9 


Last year you reported that there was an unresolved issue regarding OIG 
executive investigations of Postal Inspectors. 

(a) Has that issue been resolved to your satisfaction or is it still pending? 
Response 

We have established a notification protocol that requires the Inspection Service 
to take the following actions when a complaint is received against a senior-level 
Inspection Service manager at the ISLE-15 level. The Inspection Service is 
required to: 

• Notify the OIG and provide details of the complaint. 

• Provide the OIG with a copy of the investigative case jacket, which defines 
the complaint and gives the case number. 

• Notify the OIG when field investigative work has been completed and a report 
prepared. 

• Advise the OIG of the results of investigative activities, any proposed actions, 
and any final actions taken. 

While the protocol provides a basis for the OIG to actively monitor investigations 
of ISLE-15 managers, the OIG will continue to observe the process to ensure 
effective oversight of the Inspection Service. Additionally, the OIG has reserved 
the right to require additional progress reports from the Inspection Service or 
independently review these matters if warranted. 


Re 0 ruiting_ 
Question 10 


Last year you reported that you appointed a “hiring czar” to focus and consolidate 
your recruiting efforts. You also indicated that you refined your recruiting 
strategy. 

(a) Please provide an update of your progress in improving your recruiting efforts. 

Response 

As of July 2000, we had reached our hiring target of 648 employees based in 
large part on the efforts of the hiring czar. 


10 



177 


(b) Please describe any changes you have made in your recruiting, interviewing 
and hiring practices to meet your goals of filling your FY 2001 authorized 
positions. 

Response 

Due to the effectiveness of our current hiring practices, no changes have been 
made in recruiting, interviewing, or hiring practices for FY 2001. 


Reorganization 
Question 1 1 


Last year the OIG was reorganized. 

(a) Please describe the purpose of the reorganization and how you believe the 
new structure will improve the operations and output of the organization. 

Response 

The reorganization that we announced in May 2000 was implemented to better 
reflect the Postal Service’s business processes and the new Designation of 
Functions between the OIG and the Inspection Service, and to be more effective 
and responsive in providing information to OIG stakeholders. One of the most 
significant organizational changes was realigning and renaming all of our teams 
under the areas of eBusiness, Business Operations, Business Protection, 
Oversight and Business Evaluations, and Internal Business. The changes also 
included dividing the field liaison functions into east and west areas of operation 
and moving three internal teams to more prominent positions within the 
organization. 

(b) Please provide for the record a listing of the staffing leveis and number of 
authorized positions for your major headquarters organizational units. 

Response 

As of October 1 , 2000, the OIG had 460 staff located in Rosslyn, Virginia. The 
OIG, when originally created, used the concept that audits and investigations 
would primarily be conducted through a centralized management concept, with 
field offices collocated with the Postal Service data centers. Therefore, the bulk 
of the OIG staff is in Rosslyn, Virginia. As knowledge of the Postal Service was 
gained, the original concept was modified, and now the OIG has 14 field offices. 
As attrition occurs at Rosslyn, additional headquarters positions will be assigned 
to the field. In addition, the OIG recently established an east duty station in 
Rosslyn that will be staffed with over 100 people transferred from headquarters. 
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(c) Please provide for the record a listing of the staffing levels and number of 
authorized positions in your field units. 

Response 

As of October 1 , 2000, the authorized staffing for field offices is 265 in the 
following locations: Atlanta, Boston, Chicago, Dallas. Denver, Los Angeles, 
Minneapolis, New York, Pittsburgh, Portland, Raleigh, San Mateo, St. Louis, and 
Tampa. 

(d) Please discuss your plans to open additional field units and why such units 
are needed at those locations. 

Response 

In order to provide timely and effective services to our stakeholders and to 
reduce the amount of travel that our employees must perform in FT 2001, the 
OIG has been authorized to open four new offices in Boston, Pittsburgh, 
Portland, and Tampa. 


Managing Workload, Systemic Issues, and Follow-up Procedures 


Question 12 

Last year you reported that you had made substantial progress in dealing with 
the high volume of Congressional and public (hotline) requests for audits, 
investigations, and other relief and information. 

(a) Please provide an update on your efforts to manage such requests and to be 
responsive in a timely manner. 

Response 

We are maturing as an organization, and while we continue to receive numerous 
Congressional and other requests, we feel we have developed a process to 
adequately and promptly address these requests. We have launched several 
initiatives during the last year and are continuously identifying opportunities for 
improvement. 

(b) You stated that you categorize the individual cases In order to identify 
systemic issues. What issues have you identified as systemic as a result of 
your categorization process? 
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Response 

As a result of our categorization of Congressional and hotline complaints and 

issues, we have identified systemic issues in many areas, including labor 

management, contracting, delivery, and financial management. 

(c) Have you initiated any Postal-wide reviews to address these issues? 

Response 

Yes. The following are examples of revievirs that have been completed to 

address these systemic issues. For instance, we: 

• Determined how well postal districts implemented the Postal Service's 
policies regarding violence prevention and response programs. 

• Evaluated the Postal Service’s internal controls for preventing and minimizing 
conflicts of interest in the award of contracts. 

• Determined that the Postal Service’s Revenue Assurance process did not 
treat mailers fairly in the past and that the Postal Service’s corrective actions, 
while demonstrating a willingness to address mailers’ concerns, did not fully 
address all of the issues raised by the mailers. 


Question 13 


It has been reported to the Subcommittee that certain OIG investigations have 
been conducted and closed without anyone ever contacting or interviewing the 
original complainant. 

(a) Does a policy exist regarding the circumstances under which the original 
complainant should or should not be interviewed or contacted? 

Response 

When we receive individual allegations, we screen each one to determine 
whether it deals with personnel issues requiring a fact-finding review; systemic 
issues warranting an audit; or criminal issues resulting in an investigation. We 
call all complainants when, after our initial screening, we determine that we are 
going to do work, whether it is a fact-finding review, audit, or investigation. When 
we have determined that we are not going to do additional work, complainants 
generally are not contacted for additional information or clarification. Consistent 
with our statutory oversight responsibilities, we also contact all complainants 
whose allegations address activities of the Inspection Service or the conduct of 
any Inspection Service employee. 
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(b) Do you believe the original complainant should be at least notified of the 
outcome of his or her complaint? 

Response 


For Congressional requests, we provide a formal closeout letter detailing the 
outcome of our fieldwork to the Members of Congress, so that he or she may 
notify constituents. If the Member specifically requests us to respond directly to 
the constituent, we will do so. For other complaints, if the complainant asks to be 
notified as to the outcome of their complaints, we will provide this information if 
not prohibited by law. 

(c) What is the process for the distribution of OIG reports? Are copies 

automatically provided to certain parties or are reports made available only 
upon request? 

Response 

OIG audit-related reports are automatically distributed to the following parties: 

• House and Senate Committees and Subcommittees responsible for oversight 
of the Postal Service. 

• Postal Service Board of Governors. 

• Postal Service management. 


The OIG also makes certain reports available without requiring a Freedom of 
Information Act (FOIA) request. These reports can be accessed through our 
website under the FOIA Information and Electronic Reading Room. If the desired 
report is not available online, a copy may be requested under FOIA via written 
request. 

(d) Do you have any plans to follow-up on the investigations mentioned In your 
testimony? 

Response 

All fact-findings, audits, and investigations mentioned in my testimony were either 
completed or substantially completed. We will continue following up on audits 
and investigations addressed in my testimony. For example, as part of the audit 
resolution process, we track recommendations to determine whether 
management has implemented agreed-upon actions or established suitable 
alternatives, and whether the actions have corrected the deficiencies previously 
reported. Also, we continue to work on all criminal investigations until they have 
been successfully prosecuted or prosecution has been declined by the 


14 



181 


Department of Justice, or state or local prosecutors. If prosecution is declined 
and if appropriate, we will provide Postal Service management with the 
information needed to take administrative action. 


Financial Statements 


Question 14 


Last year the DIG became Co-Contracting Officer’s Representative for the 
financial statements. 

(a) How effective has this joint arrangement been? Do you believe that it has in 
any way undermined your ability to perform your audit responsibilities? 

Response 


The joint arrangement has been workable and has not undermined our ability to 
perform our audit responsibilities. The OIG remains responsible for all audits 
conducted within the Postal Service except for the financial statement audit, 
which is the responsibility of the Board of Governors and the independent public 
accounting firm seiected by the Board. 


Electronic Commerce 


Question 15 


The Subcommittee would like to ciarify some issues regarding your reviews of 
the Service’s E-Commerce initiatives. We also have specific questions regarding 
your statement before the Senate Subcommittee on International Security, 
Proliferation, and Federal Services. In your statement you say that the Service 
“has positioned itself to be a major player in the emerging electronic commerce 
marketplace.” 

(a) Is it your position that the Service will capture a significant share of the E- 
commerce markets in which It has or plans to enter? Please provide a basis 
for this statement or clarify what you mean. 

Response 

With new projects such as USPS eBillPay, Post Electronic Courier Service, and 
Electronic Postmark, the Postal Service has begun to position itself in the 
emerging electronic marketplace. It remains to be seen whether the Postal 
Service will be a major player and capture a significant share of eCommerce 
markets. In September 2000, the General Accounting Office reported that some 


15 



182 


electronic initiatives, such as eBillPay, were not currently generating revenue, but 
the Postal Service planned to generate revenue from these initiatives in the 
fijture. Historically, our work has shown that the Postal Service’s new 
development projects were frequently based on overly optimistic savings and 
cost assumptions, resulting in overstated projections of return on investment. 
Projects we audited containing overly optimistic assumptions include the Tray 
Management System, the Robotics Containerization System, and UniSite 
Wireless and Cellular Services. We plan to address these issues in evaluating 
eCommerce initiatives. 


Question 16 

In your discussion of lessons learned you highlight the importance of 
organizational structure to the success of E-Commerce initiatives. You note 
initial disorganization of the Service’s Y2K program and the lack of a single 
source or focal point within the Service that was responsible for computer 
security. Apparently the Service has tried to address this issue by creating the 
Electronic Business Opportunity Board (e-BOB) and a new e-BOB process to 
review initiatives. 

(a) Has the OIG examined this new panel and its process of review? If so, to 
what extent does it address your concerns for a need for an effective 
organizational structure to support E-Commerce initiatives? 

Response 

We are currently looking at the e-BOB charter. The e-BOB, along with other 
organizational changes, has gone a long way to address some of our initial 
concerns about the need for an effective organizational structure. As we 
continue to do work in this area, we will monitor the progression of Postal Service 
development of an eCommerce organizational structure. 


Question 17 


The GAO in its review of the Service’s E-Commerce initiatives observed that the 
Service was disorganized and that the Service did not have any reliable systems 
in place to track costs and revenues. 

(a) In reviewing the Service’s E-Commerce initiatives has the OIG observed 
similar problems? 
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Response 


In recent OiG written testimony before the Senate Subcommittee on International 
Security, Proliferation, and Federal Services, we reported that the interim 
eCommerce organization responsibilities were fragmented and that senior 
managers’ mainstream functions were commingled with eCommerce functions. 
We have also observed that multiple eBusiness initiatives were funded under the 
satre finance number, and we could not obtain a breakout of dollars spent on 
individual initiatives. These problems are not unique to eCommerce, and the 
OIG has observed a number of traditional postal programs with similar issues. 

Question 18 


In your statement you noted that in your review of the Service’s new product 
initiatives the planning had not always been comprehensive, integrated, 
strategically focused, or linked to the budget process, and did not consider 
proper assumptions. You also note that in the area of systems development, 
projects were frequently based on overly optimistic savings and cost 
assumptions. 

(a) In your review of E-Commerce initiatives has the Service demonstrated any 
improvement in this area particularly with regard to the assumptions that 
support its E-Commerce initiatives? 

Response 

In upcoming reviews of specific Postal Service projects, we plan to address 
issues of cost and return on investment related to eCommerce and the e-BOB 
role. Historically, our work has shown that the Postal Service's new development 
projects were frequently based on unrealistic assumptions, resulting in 
overstated projections of return on investment. However, the Postal Service’s 
recently established e-BOB process requires that detailed financial assumptions 
and projections be reviewed a project is approved. Our audit will determine 
whether this process has improved the Postal Service’s ability to provide realistic 
assumptions. 


Question 19 


You express concern for the Service’s computer security. You indicated a need 
to develop a more comprehensive, integrated computer security program and 
that the Service should make security a higher priority. 

(a) Has the Postal Service been responsive to your concerns? Has the Service 
initiated any formal process to review its computer security procedures? 
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Response 

We recently issued a final report on the state of computer security in the Postal 
Service and made recommendations that we believe will help Postal Service 
management improve its computer security posture. Postal Service 
management agreed with all of our recommendations and laid out a course of 
action that will improve security overall. The Board of Governors recently 
approved funding for this project. We are satisfied with the corrective actions 
promised by Postal Service management and plan to monitor implementation 
during the coming year. 

(b) Ha ve there been any instances of hacking into any of the Service 's computer 
systems? 

Response 

The Postal Service and the OIG monitor and detect on a daily basis potentially 
hostile probes, scans, and attempts to improperly access Postal Service 
computer systems. Serious incidents that are detected and are reported to the 
OIG result in a criminal investigation. Recently, the OIG led an international 
investigation into the defacement of a Postal Service web page. That 
investigation led to a successful conviction of the hacker, who was sentenced to 
10 years in jail (suspended) and ordered to reimburse the victims, including the 
Postal Service, for damages suffered as a result of the act. This is the first 
successful conviction of a Postal Service hacking case to result from an OIG 
investigation. 


IG Return on Investment 


Question 20 


You note that the progress the OIG has made in its infrastructure this past year 
has allowed it to identify savings resulting in a projected return on investment of 4 
to 1 for this year. This seems to be an impressive accomplishment. 

(a) Please explain how this figure was derived? Do other IG offices or audit 
agencies develop similar statistics regarding fhe/r operations? If so, do such 
organizations show similar results? 

Response 

The return on investment was calculated by dividing our estimated FY 2000 total 
return (consisting of funds put to better use, questioned costs, investigative fines 
and penalties, and investigative recoveries) by our estimated operating 
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expenses. The Inspector General community reports funds put to better use, 
costs questioned, and investigative results in its Semiannual Reports to 
Congress. This information is consolidated each year in the President's Council 
on Integrity and Efficiency and the Executive Council on Integrity and Efficiency 
Annual Report. The annual results for an individual Inspector General's office 
vary greatly, depending on its mission, activities, and agency programs. 


Revenue Assurance 


Question 21 


At my request, you reviewed the Postal Service's revenue assurance process. 
You disclosed that revenue deficiency assessments were not timely, mailers did 
not receive advance notice of deficiencies, and deficiencies assessed were 
sometimes due to incorrect information given by Postal Service personnel to 
mailers. Postal Service management agreed and outlined several initiatives to 
resolve the issues raised by mailers about the revenue assurance process. The 
problem with the revenue assurance program, and its inconsistencies in 
verification and enforcement, may be an example of how in a large organization 
sometimes “one hand does not know what the other hand is doing.” As a result, 
customers get extremely perplexed when dealing with the Service. 

{a} As a result of your efforts to categorize the requests you receive from 

Congress, postal customers, and employees, have you identified other areas 
where the Service is inconsistent in its application of regulations so that 
customers, employees, and suppliers are not treated in a fair and equitable 
manner? Are there areas where rules and regulations are simply lacking? 

Response 

Yes, we have found areas where Postal Service managers have been 
inconsistent in applying regulations so that customers, employees, and suppliers 
may not be treated in a fair and equitable manner. In particular, ouf 
investigations often target individuals who circumvent or bypass controls. In 
contracting and in new areas such as eCommerce, we have found that in some 
instances, there are insufficient mies and regulations governing specific actions 
or programs. 


Gommercial Mailing Receiving Agent Regulations 
Question 22 


The Service’s proposed changes to regulations on Commercial Mail Receiving 
Agents have created a firestorm of protest from CMRA owners and customers. 
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You recommend that Postal Service management justify future regulatory 
changes prior to enactment. Some have suggested that the Postal Service 
should be subject to the Regulatory Flexibility Act and the Paperwork Reduction 
Act, 

(a) Do you have an opinion as to whether the Service as well as the postal 
stakeholders would benefit from subjecting the Service to these laws? 

Response 


Exemption from the Regulatory Flexibility Act and the Papenvork Reduction Act 
allows the Postal Service to operate in a competitive environment. Based on our 
review of proposed regulatory changes affecting the Commercial Mail Receiving 
Agency industry alone, we cannot suggest that the Postal Service should be 
subject to across-the-board compliance with these Acts. We do, however, agree 
with the Postal Service’s decision to adopt various legal requirements as a matter 
of policy, even though they do not specifically apply to the Postal Service. 


Air Carrier Service Failures 


Question 23 


I am interested in your review of air carriers’ performance and your disclosure 
that in FY 1999, $5.6 million in ground handling services was being paid to air 
carriers for work performed by Postal Service employees, 

(a) To what extent did the failure of air carriers to meet their on-time delivery 
targets cause the mail to miss the cutoff for processing resulting in delayed 
mall? 

Response 

Our audit of the performance measurement system for commercial air carriers 
revealed that FY 1999 on-time performance was only about 60 percent. The 
performance measurement system, however, could not directly link late mail to 
air carrier performance, or measure all activities that impacted air carriers. 
Consequently, carriers may have received low scores for delays outside their 
control. Our audit report recommended that the Postal Service suspend the use 
of its performance measurement system and either redesign the system or 
develop other options to improve air carrier performance. 

(b) Was the Service able to assess and collect penalties from the air carriers for 
service failures? If so, how much and does the Service regularly collect all 
penalties it is owed? 
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Response 

Because the Postal Service performance measurement system was unable to 
directly link on-time performance to causes within the control of air carriers, the 
Postal Service did not assess or collect penalties for low on-time performance 
scores. 

(c) Has the Service made adjustments to contracts to capture the approximately 
$28 million over the next five years you have identified? 

Response 

As part as its negotiations with commercial air carriers for the new Air Systems 
contract, effective September 2000, the Postal Service added provisions that 
allow contract adjustments under certain circumstances. As a result, the Postal 
Service can now reduce payments to carriers when Postal Service employees 
provide services that carriers are obligated to provide, 

(d) Does the OIG plan to monitor the Service's effort to develop a new measure 
of air carrier performance? 

Response 

The OIG follows up on significant recommendations to ensure that the Postal 
Service takes agreed-upon corrective actions in response to audit 
recommendations. Our FY 2001 Audit Workload Plan includes an audit of air 
operations, which will assess efforts to develop new performance measures for 
air carriers. 


B udge t Process and Sfrategic Goals . 

Question 24 

You commend the Postal Service for its extensive efforts to reduce its budgeted 
and actual expenses by about $675 million through reductions in headquarters 
programs to preserve financial goals for FY 1999. However, you found that the 
Postal Service reduced expenses without considering the long-term strategic 
impact on programs and operations, including its potential impact on the FY 2000 
net income. Postal Service management agreed with your suggestions to ensure 
that future budget reductions consider the Postal Service’s strategic goals. The 
Service's Draft 5-year Strategic Plan indicates that the Service itself 
acknowledges that it faces an uncertainty with respect to future demand tor mail 
products and services. As such, it will be difficult to plan and budget for future 
capacity. 
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(a) Do you have any plans to develop recommendations to the Service on ways 
to devetop a more flexible budgeting process in order to adapt more quickly to 
changes in demand? Please eiq}lain. 

Response 

We are completing a review of budget issues. The report will be finalized in early 
2001 . We will provide the Subcommittee with the report as soon as it is 
completed. 

(b) Do you have any plans to develop recommendations to the Service on ways 
to avoid long term contractual commitments for capital investment and 
supplies and services that may not be needed if the more pessimistic 
prediction of electronic diversion comes to pass? 

Response 

As we review each program, we will be aware of the potential to assist the Postal 
Service in avoiding long-term contractual commitments for capital investment and 
supplies and services that may not be needed if the more pessimistic prediction 
of electronic diversion comes to pass. We will pay particular attention in the 
areas of newly developed systems and new contracts. 


DraftWortdwIde 


Question 25 

Mr. Davis and I requested that you investigate allegations of unfair and unequal 
treatment of the marketing firm DraftWoridwide by the Postal Service in regarding 
the solicitation for advertising services. Based on the material I have reviewed, I 
am concerned that this particular firm, the largest direct marketing agency in the 
country with a strong track record of success supporting the Service, was 
disqualified for the wrong reasons. The allegations include manipulation of the 
process and pressure on direct report employees by headquarter managers to 
ensure that DraftWoridwide was eliminated from competition. 

(a) Without prejudging your investigation, do you have any initial thoughts on this 
issue based on the materials you have seen 7 

Response 

The procurement process used by the Postal Service for these advertising 
services included two prequalification phases. The prequalification process 
indudes publicizing opportunities and evaluating supplier-specific performance 
evaluation factors to decide which suppliers to include on the prequalified list. 
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Suppliers on the prequaiified list are ten given the opportunity to compete for 
future Postal Service purchases. 

The OIG reviewed this process and issued an audit report in September 1998. 
We reported, among other results, that the Postal Service had not always 
established cutoff scores in advance for prequalification of suppliers. We also 
reported that the Postal Service had not always applied consistent criteria in 
evaluating suppliers. We recommended that the vice president, Purchasing and 
Materials, direct appropriate Postal Service personnel to determine the 
prequaiification evaluation criteria, methodology, and approach and identify them 
in the initial planning documents. Although Postal Service management believed 
their existing policy at the time addressed our recommendation, they stated they 
would share our concern with purchasing personnel. Postal Service 
management stated that they did not agree with establishing arbitrary cutoff 
scores for suppliers considered for prequalification before the process was 
completed. 

In response to your request, we are currently evaluating the procurement of 
these advertising services. To date, we have interviewed over 20 Postal Service 
officials and DraftWorldwide management officials and have reviewed documents 
provided by the Postal Service and Drafft/Vorldwide. We are in the process of 
completing this review. 


Postal Service Procurement Process 


Question 26 


I am also concerned that this case may be indicative of pervasive problems in the 
procurement process. The GAO reported to me in 1 996 that problems in the 
Postal Service's purchasing program were due to poor judgment and decisions to 
circumvent existing controls that, there were ethics violations, and that 
purchasing problems were costly to the Service. Since that time, the Service has 
claimed that it made changes to reduce the risk of problem purchases. 

(a) Please discuss any concerns you may have with the procurement process. 
Have you uncovered any cases where procurement controls were 
circumvented? 

Response 

Postal Service purchasing policies, which are intentionally less stringent than the 
Federal Acquisition Regulation used by other federal agencies, give Postal 
Service purchasing personnel greater discretion and flexibility in implementing 
purchasing policies. Based on our reviews and investigations, we are concerned 
that these purchasing policies have led to inconsistencies in managing the 
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procurement process and could threaten the integrity of the process. We have 
also reported concerns with the Postal Service's award of personal service 
contracts to former employees to supplement staff, letter contract awards with 
undefined prices, contract awards to major suppliers with inadequate and 
unreliable accounting and estimating systems, inadequate documentation of 
efforts to establish fair and reasonable contract prices, inadequate oversight of 
contractor performance, suppliers not fulfilling contract requirements, and 
procurement ethics violations. 

During FY 2001, we plan to conduct reviews addressing some of our more 
significant concerns with Postal Service procurement activities. Some of our 
planned reviews will focus on the Postal Service’s use of letter contracts, internal 
controls for preventing or minimizing conflicts of interest in contract awards, sole 
source award justifications, and the adequacy of contracting officer training and 
certificafion for oversight of contractor performance. 
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Office of Inspector General, United States Postal Service 
Responses to Questions 
Submitted by the Honorable Chaka Fattah 
House Subcommittee on the Postal Service 
Committee on Government Reform 
After the Oversight Hearing on 
September 19, 2000 


Violence Prevention and Response Programs 
Question 1 


You reviewed the Postal Service’s implementation of the Violence Prevention 
and Response Programs and found that there is potential for violence in 26 
district offices because prevention strategies have not been implemented. Do 
you have any idea when implementation will occur? 

Response 

In response to our reports covering 19 of the 26 districts, Postal Service 
management officials stated that implementation has already occurred for most 
of our recommendations. For example, they stated that facility security reviews 
have been conducted, violence awareness training has been completed, and 
customized crisis management plans have been developed and disseminated to 
all facilities. We anticipate receiving management’s comments in February 2001 
on the recommendations we made to the remaining seven districts. 


Allega ti ons of Abusive Supervisors 


Question 2 

As you know, I contacted your office in 1998 to investigate allegations of abusive 
supervisors. I note in your testimony on page 1 9 that you have found that in 
many instances, managerial behaviors have resulted in lower morale. What 
should the Postal Service do to correct this situation and how much does this 
contribute to employee concerns about abusive managers? 

Response 

The Postal Service must respond quickly and consistently to take appropriate 
disciplinary actions when instances of abusive managerial behaviors are reported 
and substantiated. Our reports have included recommendations that the Postal 
Service also provide remedial training and counseling when appropriate and take 
proactive steps to improve managers’ interpersonal and conflict management 


25 



192 


skills. Because have not conducted a systemic review, we cannot make a 
general statement regarding the extent to which abusive managerial behaviors 
have impacted employees’ concerns about these managers. 


Unsa fe Wo ricirt g Conditions - 

Question 3 

Two years ago Congress passed legislation, which applied OSHA regulations to 
the festal Servtee. How widespread are unsafe wortdng conditions in the Postal 
Service? 

Response 

We have reviewed individual allegations of unsafe working conditions, but have 
not assessed to what extent unsafe working conditions exist postal-wide. 
Currently, we are performing a review of whether Postal Service health and 
safety inspections are effective in identifying, tracking, and prioritizing health and 
safety conditions in Postal Service-owned facilities. This review should provide 
some indication of the extent of unsafe working conditions in the Pacific Area of 
the Postal Service. 


Economic Value Added Variable Pay Program ~ 

Question 4 

On page 6 of your written testimony, you discuss your review of the Postal 
Service’s Economic Value Added Pay Program. How much of postal productivity 
is related to the value added pay program? Does the increase In productivity 
correlate to FY 1996 increased payments of 16 percent to FY 2000 increased 
payments of 325 percent? 

Response 

While we reported on the increased EVA payments as a percentage of net 
income, we understand that incentive plans like EVA are designed to provide 
employee motivation to achieve financial and organizational improvements, even 
during periods of reduced or negative net income. In FY 2001 , we plan to 
conduct reviews that focus on productivity measurement in the Postal Service. 
We will provide you with the results of these reviews as they are completed. 
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Questions submitted to Postmaster General William J. Henderson 
In follow-up to the Oversight Hearing September 19, 2000 

1 . As you are aware, the GAO has expressed concern that the Service’s most 
recent performance plan and report may not be as useful to Congress, postal 
managers, and others as they could' have been. 

What improvements are planned in this area? 

A number of changes to the final 2001 Annual Performance Plan were made 
in response to QAO's comments on the Preliminary 2001 Annual 
Performance Plan. The specific GAO concerns and Postai Service 
responses are listed beiow. 

1 . Without detailed explanation, several prior years' subgoals ~ and their 
associated indicators and targets - were not carried forward into the fiscal 
year 2001 Preliminary Performance Plan. 

In the final 2001 Annual Performance Plan, each of the three Voice goal 
discussions now includes a section that describes the reasons for changes 
in the 2001 subgoals, indicators and targets. 

2. The criteria the Service used to measure its success toward achieving 
certain goals were unclear (specifically, the VOB Area productivity 
improvement subgoal and the VOE subgoal of ensuring an inclusive and 
fair environment with opportunities for all employees). 

The specific numerical Area productivity targets for 2001 will not be 
finalized until the baseline data are final and all technical adjustments for 
cost and pay rate changes are completed and audited. Additional 
information on Area productivity achievement will therefore be provided in 
the 2000 Annual Performance Report, which is expected to be published in 
February 2001. Additional information on the VOE inclusive and fair 
environment indicators and targets is provided in the VOE section of the 
final 2001 Annual Performance Plan. 

3. The descriptions of strategies to accomplish certain results were 
incomplete (specifically, new products and services and e-commerce). 

The final 2001 Annual Performance Plan includes new material on goal 
achievement strategies for each of the Voice goals. New product and 
service initiatives, including PC Postage, e-commerce and other e-business 
plans are described in the discussion of VOB strategies and in the Major 
Programs section of Appendix B. 

4. Information contained in prior years' plans was carried forward into the 
current year's plan without always being updated to reflect known or 



194 


anticipated changes (specificaily, the advertising and expedited services 
programs). 

A new section that compares the resource levels of the major programs in 
2000 with those in 2001 has been included in the Resources and Programs 
section of the final 2001 Annual Performance Plan. Also, the description of 
the major programs (Appendix B) has been augmented in the final 2001 
Annual Performance Plan to reflect any significant status changes. The 
final plan reflects changes to planned 2001 resource allocations that have 
occurred since the publication of the Preliminary 2001 Annual Performance 
Plan in February 2000. 

5. Baseline data for several quantitative indicators were not provided, but 
little or no explanation was given. 

For each of the three Voice goals, the final 2001 Annual Performance Plan 
includes new material that explains any changes to goals, indicators and 
targets since the publication of the former year's plan. Also, the final 2001 
Plan contains newly available baseline information for several of the 
indicators mentioned by GAO. Baseline data are normally not reported 
until the indicators have been deployed and several quarters of actual 
results are available to allow detection and correction of any flaws in the 
process. Occasionally, these early results show that valid data cannot be 
obtained for a particular indicator, which requires more time to develop an 
alternative. Baseline data for other new indicators will be reported in future 
Annual Performance Plans as soon as accurate results are available. 

2. In the Service’s 1999 Performance Report, the Service stated that it met its 
goals for timely delivery of First-Class Mail based on its performance in the 
last 2 quarters. 

a) Why didn’t the Service count its performance for the first 2 quarters — which 
covers the busy holiday season — toward its goals for timely mail delivery? 

The 1999 target for timely delivery of First-Class Mail was based on 
performance of quarters three and four. However, the 1999 Performance Report 
also contained results for both the third and fourth quarter composite 
performance and a four-quarter composite score. The third and fourth quarters 
composite performance results were listed in the performance table (Table 5-4 
of the 1999 Comprehensive Statement on Postal Operations, Chapters, 1999 
Performance Results, pages 116-117). The narrative description of the results 
for timely delivery on pages 118-119 contained both a recap of the composite 
score for the last two quarters and the four-quarter performance results. 

b) Similarly, the Service reported that it had not set performance targets for all of 
its major categories of mail. Is this still the case; and If so, when will the 
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Service have targets in place for all of its major categories of mail? 

3. The Service’s Strategic Plan stated that the Service needs better indicators to 
measure Standard A and Periodicals Mail to satisfy its customers. 

a) What is the Service doing about this? 

The USPS Information Platform program links systems together to create 
the capability for the timely electronic exchange of information between 
customers and the Postal Service. Two of the targeted business 
capabilities of the Information Platform are to create a window around the 
mail by providing real-time mailing information to customers, and to make 
it easier for customers to do business with the Postal Service. 

One of the cornerstone initiatives of the Information Platform program is 
the CONFiRM project. CONFIRM enables mailers to track letters and flats 
by applying Pianet Codes (additional barcodes) on their maii. The code is 
scanned automatically at each machine-handling. Web-based access 
permits customers to easily track their mail through the system. 

CONFIRM has been in a test phase during the last year, and mailers have 
been participating. During FY 2001, the program will continue to expand, 
reaching virtually all automated facilities and providing national coverage 
for most mailings. 

For letters, all barcode sorters in plants have been enabled to read Planet 
Codes-and all barcode sorters in delivery units are being upgraded to read 
the codes with a completion target date of the end of this calendar year. 

For flats, the USPS plans to have all flat sorters Planet Code-enabled by the 
end of the calendar year as well. The server capacity for storing Planet 
Code data is being upgraded to accommodate additlonai customers. 

CONFIRM is automatic, flexible, and cost-effective. The Postal Service has 
been working very closely with the Mailer’s Technical Advisory Council 
(MTAC) in order to make it as useful as possible for mailers. The USPS and 
mailers are addressing a final issue of linking the acceptance data - the 
date the mail was entered into the system - with the operating data. 

CONFIRM establishes the availability of a piece for delivery at the delivery 
unit. For final delivery confirmation, the Planet Code used in CONFIRM can 
be read by the delivery confirmation devices used by postai letter carriers 
for packages. This provides the final link in what will be an end-to-end 
tracking capability. 

4. The Service is required to annualiy report to Congress on its pians and 
performance related to its major goals. This information is vital to 
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congressional oversight. However, concerns have been raised about the 
integrity of some of the data used to measure performance. 

a) What is the Service doing to help ensure the integrity of performance data? 

A vast array of data and resources is available to ensure the integrity of 
data used to measure success in meeting the various performance goals of 
the Postal Service. Many of the data systems utilized, especially in the area 
of finance, have a series of internal controls imbedded within their 
procedures to safeguard the integrity of the results. A description of the 
specific systems and processes used for measuring, verifying, and 
validating data related to the 2001 performance goals is provided in 
Appendix D of the 2001 Annual Performance Plan. 

The General Accounting Office, the Office of Inspector General, and a 
certified public accounting firm appointed by the Postal Service Board of 
Governors conduct independent ongoing reviews and audits of Postal 
Service data and render periodic reports on their findings and 
recommendations. Additional information on the activities of these groups 
that relate to verification and validation of Postal Service performance 
measurement systems and data is also provided in Appendix D of the 2001 
Annual Performance Plan. 

5. In its Report “Postal Activities and Laws Related to Electronic Commerce" 
and in its testimony “Electronic Commerce Activities and Legal Matters, the 
GAO identified three problem areas and make recommendations for 
improvement. 

a) How is the Service addressing the problem of inconsistencies in identifying e- 
commerce and related initiatives and in reporting the status of these 
activities? 

The Postal Service developed and is applying the following definitions as a 
framework for identifying eCommerce and related initiatives: 

eBusiness: 

eBusiness Initiatives wili provide benefits through internet technology to 
customers and the Postal Service in terms of either customer satisfaction, 
cost reduction, revenue generation, and/or employee satisfaction. These 
initiatives are categorized as eCommerce, eService, ePeople, and 
Infrastructure. eCommerce initiatives are new internet based products and 
services for consumers, businesses and government entities that generate 
revenue to the Postal Service through user charges of license fees. 
eService initiatives will enhance features, access, and information about 
core products and services. ePeople efforts will keep employees better 
informed, provide a full range of "self service,” reduce administrative tasks, 
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and increase access to development opportunities. All will be supported 
by an infrastructure that links our core production processes, parallels the 
hard copy flow of messages, merchandise and money, increases the 
convenience of retail transactions currently done at a post office and 
allows for new electronic products, services and choices to be offered to 
our customers. 

eCommerce; 

The following list of electronic commerce initiatives are those that are 
specific to US Postal Service eCommerce. We currently define them as 
those services or products which require the internet to do business and 
which generate revenue to the Postal Service through user charges or 
licensing fees. 

In contrast, we do not include initiatives such as tBIP, Portal Alliances, 
Shipping Online, and Internet Customer Care, because they do not 
generate revenue to the Postal Service through user charges or licensing 
fees over the Internet. IBIP and Shipping Online help generate postage 
revenue and Portal Alliances provide access to other U.S. Postal Service 
products and services. 

We consider our web presence through “front-end” or “back-end” Internet 
access to our core and existing USPS services or products to be value- 
added services that are offered as part of our mandate to provide modern 
and expeditious methods to help our customers communicate easier, 
better, and faster. These do not fall within the Postal Service’s definition of 
“electronic commerce initiatives.” The resources for these functions are 
reported with other core or existing US Postal Services. 

Current List of eCommerce Initiatives: 

1. ePayments 

2. NetPost Mailing Online 

3. Internet Change of Address and Move Related Products and Services 

4. NetPost.Certified 

5. PosteCS 

6. Stamps OnlineA/irtual Store 

7. Electronic Postmark (EPM) 

Regarding the status of initiatives, we have increased the frequency of our 
status reports on the eCommerce initiatives to more accurately reflect the 
status at any given time. 

b) How is the Service addressing the problem of inconsistencies in following the 
required process for reviewing and approving e-commerce initiatives? 
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Even before the GAO study started, we had recognized that our existing 
process for senior management review and approval of new products and 
services was not well-suited to e-commerce initiatives that necessarily 
require faster development and implementation. The nature of eCommerce 
activities demand quick-to-market and partnering strategies that require a 
faster and more flexible process than our existing new products process 
allowed. In February, 2000 we set up an e-Business Opportunity Board 
(eBOB) which is chaired by the Deputy Postmaster General and is 
comprised of our Chief Financial Officer, Chief Technology Officer, General 
Counsel and other senior officers, to provide the essential senior-level 
oversight and decision-making for proposed e-commerce initiatives. The 
new eBusiness Opportunity board development process provides for a 
structure that is flexible and fast and serves as a guideline for eCommerce 
activities. All activities will not require the full approval and review 
process. However, we realize exceptions from the guideline need to be 
documented so that it is clear that the activity has met criteria and has 
been approved by the eBOB. The process we set up a few months ago is 
working. Projects are being carefully evaluated, resources controlled, 
measures of success defined, and ongoing performance evaluations are 
being conducted. 

c) How is the Service addressing the problem of deficiencies in the financial 
information for e-commerce activities? 

The Postal Service has structured a process to collect and report the 
eCommerce revenues and expenses of eCommerce initiatives. The data is 
reviewed, validated, and consolidated by Corporate Accounting. The 
Postal Service has also initiated a study this fiscal year to determine the 
extent to which costs such as those for infrastructure and developmental 
efforts are attributable to eCommerce products. 

6, There are questions regarding the appropriate start-up period for new 

products and services offered by the Postal Service. Unlike the private sector 
where investor capital is used to support the development of new products, 
the Service is essentially investing funds from mailers to support its startup 
ventures. This raises fundamental concerns of fairness and concerns for cost 
recovery in the event that new products fail to cover their start up costs. 

a) How does the Service respond to such concerns? 

Part of the ongoing responsibility and the cost of doing business for every 
large service organization is the requirement to invest in Research and 
Development to modernize operations and service offerings. The Postal 
Service has always had R&D programs and expense. We view our 
eCommerce efforts as consistent with this history. 
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In addition, we have actively sought to engage with partners from the 
private sector to share the costs of developing arid starting new products 
and services. 

b) In the event that e-commerce products indmdually or coileciively fail to cover 
their costs, what customers should be charged for the recover of those costs 
given the Service’s mandate to breakeven? Are these customers given any 
opportunity to review or approve of the Service's new product proposals? 
How do you respond to charges that the Service is taking advantage of its 
monopoly to fund risky new products? 

Part 1 : The Postal Service develops new services with the object of 
providing service, covering costs, and making a contribution to the 
overhead of the Postal Service. While some particular offerings may not 
succeed, we expect that eCommerce initiatives as a whole will make a 
positive contribution. If a service is unsuccessful it will be terminated. 

Any losses from an abandoned service would not be charged to particular 
services. Both profits and losses from individual services contribute to the 
overall financial performance of the Postal Service, which in the aggregate 
influences the needs of the Postal Service for additional revenues or cost 
reductions. 

Part 2: The Postal Service relies upon market research and the input or 
feedback from customers on a continual basis regarding its new products 
and services from the idea generation stage through pilot and through its 
lifecycle. The Postal Service conducts focus groups, promotes awareness 
at trade shows and through informal discussions with customers on new 
products and services in an effort to gain insight into customer needs. It is 
with this information and research that we embark upon development of 
new products and services. 

The Postal Service is a public institution which is always interested in 
hearing and taking into account the views of its customers. The Governors 
of the Postal Service are appointed by the President to represent the public 
Interest. They bring an outside perspective and sensitivity to public 
concerns to the review of new service proposals. Also, for those 
eCommerce services that involve the mails, such as Netpost Mailing 

Online, the usual rate and classification proceedings before the Postal Rate 
Commission are followed, including the participation of interested parties. 

Part 3: We disagree. The Postal Service has established an evaluation and 
review process which assures that eCommerce initiatives are carefully 
considered before they are introduced and that their performance is 
monitored afterwards. Furthermore, we do not think that the limited postal 
monopoly for letter mail has anything to do with these eCommerce 
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services. In recommending postage rates, the Postal Rate Commission 
explicitly considers the monopoly and the availability of alternative means 
of sending and receiving mail, in order to assess the reasonableness of 
rate relationships and levels of contribution to institutional costs by the 
various mail classes. This evaluation ensures that rates for the monopoly 
classes of mail are established that do not enable the Postal Service to take 
unfair advantage of its status under the Private Express Statutes. 

c) How do you ivspond to Commissioner Gleiman's suggestion that the issue of 
whether the Service should offer e-commerce products is a public policy 
question that should be decided by Congress? Do you believe that if the 
Service were not offering e-commerce products that Congress would have 
mandated that it do? 

Part 1; The Postal Service’s mission is to bind the nation together through 
the correspondence of its people. Traditionally, the nation has reiied upon 
hard copy paper as the medium with which to correspond. As technology 
and the Internet become more widely used by our customers for personal, 
literary and business correspondence, we must respond by providing 
enabling services that benefit all business and the nation at large, Just as 
we've always done. We will do so by providing universal access and 
secure, trusted protected e-commerce support services that are today 
lacking on the Internet. eCommerce solutions give customers the power to 
make choices. The Postal Service believes that it can benefit consumers 
and businesses in this new medium for communicating by protecting their 
privacy, while providing the same level of trust and security they have 
come to expect from us. 

Part 2; We believe that the Postal Service is following the directions that 
Congress has already provided in the Postal Reorganization Act. 

In approving the bill that became the Postal Reorganization Act, the House 
Committee on Post Office and Civil Service stated that: The Postal Service 
is empowered to engage in research and development programs directed 
toward the expansion of present postal service and the development of 
new services responsive to the evolving needs of the United States. 

■kit* 

[The bill] envisions a national postal service that is forever searching for 
new markets and new ways by which the communication needs of the 
American people may be served. 

H.Rep. 91-1104, 91st Cong., 2nd Sess. 9, 20 (1970). 

To continue to serve the public as intended under current law, the Postal 
Service must take prudent steps to innovate and to modernize its services 
for the American people. 
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While going forward with our responsibilities under the law as now written, 
the Postal Service has also supported legislative efforts to develop a 
balanced, comprehensive modernization of the postal statutes that will 
provide the American people a solid foundation for a 21‘‘ Century postal 
system. 

d) Some stakeholders contend that the Postal Service should refrain from 
entering e-commerce markets currently being served by the private sector 
and limit its activities to traditional postal services. How would you respond to 
these concerns? 

Postal services have always competed to some extent with private 
alternatives, although there are significant differences between the public 
service character and universal service orientation of the postal system 
and the profit maximizing focus of private firms. Today, all of our services 
face increasing competitive alternatives, and a large segment of First-Class 
Mail seems susceptible to the risk of electronic substitutes. 

As part of our efforts to modernize operations and services and to continue 
meeting our universal service mandate, we are leveraging the Internet to 
make it easier for our customers to do business with us and to afford more 
choices. This includes enhancing our web site to allow our customers to 
buy our products and services online, provide access to postal information 
and build one-to-one customer relationships. Some examples are: relevant 
local post office information, directions with mapping, buying stamps 
online, paying for shipping online, paying bills, providing electronic 
document delivery, etc. We also are creating hybrid services that will 
enable our customers to create a document electronically that we will 
deliver as hardcopy. 

Additionally, we are going to link our national address database to an 
electronic mailbox that will allow every American to register for free and to 
receive mail securely. We will also work with government agencies and 
others interested in using our USPS Electronic Postmark™ and Certificate 
Authority/PKI. 

We see all of this as a logical extension of what the Postal Service has 
been doing for years. The Internet makes it easier and cheaper to do some 
aspects faster and better. 

e) Many skeptics don’t believe, as the Service contends, that its customers and tht 
American people are demanding that it offer e-commerce products. Please 
provide all the empirical evidence including quantitative market research results 
that indicates that this is the case. In your response please provide separate 
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support for each of the e-commerce pnxfucts offered or planned to be offered by 
the service. 

Neither the Postal Service nor its competitors pubiiciy reiease research 
studies and results that would enable others to take competitive advantage. 

In the Postal Reorganization Act, the Congress recognized the public interest 
in maintaining the proprietary nature of Postal Service information that 
should not be publicly released under good business practice. The Postal 
Service has conducted research for a number of initiatives including 
Electronic Commerce Services (ECS) and Electronic Postmark™ (EPM), 
Mailing Online, and Netpost. The research noted has been conducted with 
market segments and customer groups by reputable research organizations. 
Customer preference, market demands, customer needs and feasibility 
studies yielded as a result of the research efforts have provided support for 
moving forward in development of these products or services and validating 
the initiatives meet the criteria established. The Postal Service has made 
such information available to the Congress through the General Accounting 
Office reviews of its current initiatives. 

f) Some stakeholders are concerned that the Postal Service will not be successful 
in offering e-commerce products and services in an extremely competitive 
marketplace. What makes the Postal Sen/ice confident that it will be successful 
in this dynamic area? 

The Postal Service is focusing on only those opportunities which best fit its 
own unique capabilities and mission on behalf of the public. As we explore 
possible eCommerce opportunities, we plan to take full advantage of the best 
technology, current or emerging, in the marketplace. We will not discount 
any business alliance that brings to the marketplace a technological solution 
that best serves the American public. The Postal Service has a historic 
reputation for protecting privacy, providing security and a superior level of 
trust consistently in carrying out its mission. We 

are confident these attributes combined with quality products and services 
will enable the Postal Service’s success in the eCommerce arena. 

g) What goals has the Postal Service established for the e-commerce area for this 
fiscal year? 

Within the context of the Postal Service’s eBusiness Goal, the broader 
eCommerce goal is as follows; 

Use the internet channel to offer new and enhanced products and services 
that provide the U.S. Postal Service with revenue such as license fees and 
user charges. 

Specifically, for FY 2001, our eCommerce Goals are: 
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• Generate $104 million in revenue from eCommerce products 

• Increase customer traffic to our web channel usps.com 

• Improve customer overall satisfaction with our channel and service 
offerings 

• Explore new opportunities to generate revenue or enhance existing 
products and service 

7. The Service has experienced its first money-losing performance since 1994. 

You testified that the Service would probably loose in the neighborhood of $100 
to $200 miliion in fiscai year 2000. You attribute that loose to unexpected cost 
increases and a shortfall in projected First-Class mail revenues. You were 
quoted as saying that the decline in First-Class mail growth was not a result of 
diversion to other forms of communications, such as the Internet or e-mail. The 
unexpected cost increases are said to be for workers' compensation costs, 
increased gasoline costs, the award to letter carriers through arbitration, and 
cost of living adjustments. 

a) Now that the year has ended what was the final net income in FY2000? 

The net loss for our fiscal year ending September 30, 2000 was $199m. 

b) What does the financial picture look like for the current fiscal year? Does the 
Service expect a surplus or a deficit? 

The FY2001 operating plan recently approved by the Board of Governors 
reflects a projected loss of $480 million. However, that loss assumed that the 
Postal Rate Commission (PRC) would approve new postage rates as 
requested by the Postal Service. The PRC recommended rates are estimated 
to produce an overall rate increase of 4.6 percent compared to the 6.4 percent 
requested by the Postal Service. The rates recommended by the PRC are 
estimated to result in a net loss of $1.2 to $1.4 billion in FY2001 . The Board 
has requested that the PRC reconsider its recommended rate decision. 

c) To what extent was the revenue shortfall in the plan associated with loss of 
volume do to electronic diversion beyond that which was included in the 
forecast? If it’s true, as the PMG indicated, that electronic diversion was not the 
cause of the unexpected decline in the growth of First-Class revenue does this 
indicate that the overall demand for First-Class letters and cards has declined in 
general? 

We have not been experiencing a net loss in First-Class Mail volume to 
electronic diversion to date. First-Class Mail volume grew at 1.4% in PFY 
2000, compared to adult U.S. population growth of 0.9%. Through PFY 2000, 
First-Class Mail is growing at a rate similar to that of the last five years, 
indicating that we are not experiencing a significant weakening in the overall 
demand for First-Class Mail yet. The plan called for more ambitious First- 
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Class Mail than, in retrospect, was justified. Historicaily, competing electronic 
technoiogies (e.g. email, fax, ED, and EFT) have cost the Postal Service 
volume. Technology and demographic trends have also contributed to 
growth. 

d) What other factors does the Service believe may have contributed to the 
revenue shortfall? (For example, a decline In revenue per piece, price response 
to January 1999 rate increases, decline in First-Class advertising component, 
etc.) 

Within First-Class, single piece mail fell. This accounted for over a half billion 
dollars of the revenue shortfall. A number of factors seemed to influence 
this. There was weakness over most major business segments, including the 
financial services sector and publishing. Financial services consolidation, 
changing business practices, and electronic bill payment may all have 
contributed to the shortfall. 

Periodicals finished 1.3% below plan reflecting the delayed impact on their 
business of reduced sweepstakes marketing. 

Standard A growth was negatively affected by advertisers reorienting their 
marketing strategies and, at the beginning of the year, by sweepstakes 
scandals. Nevertheless it finished the last three quarters at or above GDP 
growth and ended the year just 0.9% below plan. 

Parcel post revenues were 5.3% below plan principally reflecting the lower 
yield from drop-shipped parcels while retail parcels dropped substantially. 

e) Is there any evidence that the First-Class volume considered at risk from 
electronic diversion has already begun to decline? 

We have seen a very slow and gradual weakening of First-Class Mail volume 
over the last decade as electronic alternatives have proliferated. We have no 
current indication that this softening of growth will shift to voiume declines in 
the near future. 

f) Does the Service have any new or ongoing surveys of mail users, such as the 
Non-Household and Household Mailstream studies, to monitor trends in mail 
usage? If so, please provide the latest copies of the survey results to the 
Subcommittee and provide a summary of the results for the record as it relates 
to changes in mail usage due to electronic diversion. 

The 1999 Household Diary Study report will be completed shortly. A copy will 
be supplied to the subcommittee when it is published. 


12 



205 


g) Some stakeholders are skeptical that mail volumes will decline as the Postal 
Service’s baseline forecasts suggest. Why has the Service adopted this 
scenario for planning purposes in its Strategic Plan? 

The traditional mail volume forecast is based on a very close long-term 
relationship between the growth of the U.S. economy and mail volume. In this 
model, the main “drivers” of the forecast are the growth of population and 
increases in income. The model also includes a price factor for postal and 
competitive services. 

However significant shifts in technology and in producer and consumer 
behavior raise concerns about the degree of reliability associated with certain 
elements of the current forecasting. That is, the availability of new web-based 
substitutes for traditional mail applications may change the relationship 
between economic growth and mail volume. These substitutes include 
Electronic Bill Payment and Presentment, Electronic Mail, and other forms of 
e-Commerce. Technological substitution may impact First-Class, Priority, 
and perhaps even Standard A Mall. 

Currently almost half the households in the United States have access 
devices, typically personal computers, and have access to the Internet. This 
penetration has been rapid, and is expected to continue. For some attractive 
segments, such as the higher income levels, penetration and use of online 
services has already reached nearly 90%. These are the households that send 
and receive the most messages, including mail. Mail volume is increasingly 
vulnerable to the intensive marketing efforts of the technology providers, and 
the Internet-based systems are aggressively tackling current barriers of 
consumer confidence, convenience and cost. 

The Postal Service, along with many others, has studied the issue in some 
detail, using a variety of methods and sources. Some of them were 
summarized in an appendix to the Strategic Plan that includes work done 
during the H.R. 22 discussions. After a review of ail these data, the Postal 
Service concluded that it would be prudent to develop strategies to respond 
to the possibility that mail volume might decline. However, the strategies 
being implemented by the Postal Service will be relevant and beneficial even 
if the prediction of volume decline is wrong, as such predictions have been in 
the past. 

h) Do you believe that the Service is headed fora financial shortfall that could 
hinder the Service’s ability to provide affordable universal service? If so, what 
does the Service plan to da about it? 

The strategies outlined in the Five Year Strategic Plan of the Postal Service 
focus primarily on the issue of affordability. It assumes the current 
interpretations of universal service will not change during the planning 
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period. The “Breakthrough Productivity Initiative” described in the Plan, 
along with modest improvements In revenue generation and specific cost 
reductions, Is expected to meet the financial requirements during the next 
five years. 

However, if mail volume declines sooner or at faster rates than currently 
assumed, the Postal Service will need additional strategies. These 
strategies include options that could significantly impact current 
definitions of universal service. As a result, the Postal Service will examine 
these options much more closely during the planning period, developing 
data and specific contingency plans to support informed policy 
discussions. 

i) One strategy of the Service is to enhance its revenues. Some are skeptical 
that the Postal Service will be able to raise enough net revenue from its new 
products to make a substantial contribution to cover institutional costs. How 
do you respond to this concern and how much do you expect to make from 
new products? 

Over the last two centuries, the Postal Service has grown with the country. 
The overall relationship of total mail volume to economic growth has been 
consistently strong. However, the steady growth of mail volume masks 
incredible dynamism and change within the mix of mail applications. While 
personal correspondence has declined to a relatively small percentage of 
mail volume, business communications has flourished. While 1-800 
numbers and fax orders have replaced "mail order,” the volume of direct 
mail and catalogs has grown tremendously. 

Most of these changes occur so gradually that they have not necessarily 
been recognized as “new products”. Furthermore, worksharing concepts 
such as pre-sort or drop-ship are not usually recognized as “new 
products.” However, it is clear that mail volume, and the postal system, 
would be much different today if it were not for these “unrecognized” 
innovations. The revenue from the volume created by these changes has 
enabled the Postal Service to continue to support and upgrade its 
infrastructure. 

It is inevitable that creative private sector entrepreneurs will develop new 
ways to use the mail, and perhaps even new applications for the mail. 
However, such developments are unpredictable. Furthermore, given the 
expected pace of technological substitution of postal products, the Postal 
Service cannot rely solely on mailers to provide sufficient new uses and 
generate sufficient new revenues to support the cost of maintaining the 
growing infrastructure needed to provide universal delivery services. 
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The success of such efforts is not assured. In fact, many new products and 
ventures introduced each year in the private sector fail. As a unique public 
organization, the Postal Service must be especially careful about the 
products and services it introduces, and these must pass more critical 
public review than those of most other providers, in addition, given the 
current requirement to “break even,” it is difficult to finance a broad 
spectrum of new products and services that are unrelated to its core 
mission. It is even difficult for the Postal Service to “partner” with others 
to gain new competencies, unless such skills are necessary for the Postal 
Service to continue to provide prompt, reliable services to all communities. 

These are among the limitations that necessitate postal management 
requests for greater flexibility to design, price and introduce new products 
and services. The Postal Service must balance the need for market 
responsiveness with prudence and public accountability. 

At this time, there is no specific “target” for new net revenue from new 
products and services. There is, however, a strategic recognition that 
there may be a gap between what the Postal Service can accomplish 
through “Breakthrough Productivity Initiatives” or targeted cost reductions 
and what it needs to continue to support the universal service 
infrastructure. It is also recognized that generation of new revenue may be 
a preferable public policy option to significant changes in what the public 
expects from the Postal Service. 

j) Please provide for the record the planned and actual totals for the major cost 
categories including the three items cited above. 

Final financial results for FY 2000 will not be available until the annua! audit 
is complete. Ail amounts given here are preliminary and subject to 
adjustment. Preliminary (unaudited) totals for major expense categories 
are as follows: 





Personnel 

49,658 

49,532 

1 

(0.3) 

Nonpersonnel 

9,239 

8,751 

1 (488)' 

(5,3) 

Transporation 

4,589 

4,709 

120:: 

2.6 

interest 

1,838 

1,788 

! (50) 

(2.7) 


For FY 2000, we budgeted $731 million for workers’ compensation 
expenses for US Postal Service employees. Our preliminary (unaudited) 
actual expense for the year was $909 million. 
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We do not budget separately for fuel costs; these costs are included in the 
overall transportation budget. We also pay indirectly for fuel cost 
Increases incurred by contract carriers and passed on to us. Many of these 
passthroughs take place several months in arrears, so it takes some time 
before the full impact of fuel price increases is felt. In FY 2001, even if fuel 
prices do not increase further, we expect additional budget pressures from 
fuel costs. A reasonable rule of thumb for estimating the impact of higher 
fuel prices on the Postal Service is that each one-cent increase in fuel 
prices results in about $5.6 million in annual cost increases, based on a 
usage of over 500 million gallons of fuel. With the average fuel increase 
exceeding 40 per cent for FY 2000, this works out to $275 million. 

Likewise, we do not separately budget for cost-of-living-adjustments 
(COLA); however, our budget does include explicit assumptions regarding 
COLA , from which we can impute the budget and associated variances. In 
September 1999, the majority of our bargaining employees received COLA 
of $0. 16/hour, which was $0.01 /hour higher than we had assumed in our FY 
2000 budget. In March 2000, these employees received a COLA of 
$0.1 7/hour, which was $0.06/hour more than we had budgeted. The higher 
COLA accounted for $58 million of unplanned salaries and benefits 
expenses. Without the impact of this uncontrollable cost, the Postal 
Service’s total expenses would have been $58 million lower. 

k) Wiat were the factors that caused worker compensation cost to increase 
beyond projections? For example, did the rate of accidents increase, the 
duration of time employees were receiving compensation increase, do you 
suspect an increase in false claims, etc? 

Higher than anticipated workers’ compensation expenses were primarily 
attributable to a speed up in claims processing by the Department of Labor 
(DOL). Secondary factors were 1) large increases - almost 14% - in 
average cost per medical claim, and 2) increases in non-traumatic 
“occupational” injuries reported to the DOL. We believe that the increase 
in reported occupational injuries may be the result of the OSHA proposal to 
promulgate regulations in regard to ergonomic standards. 

l) What measures has the Service taken to control future workers compensation 
cost increases? 

The Postal Service continues to emphasize accident prevention activities. 
For FY 2001, our national and area targets are to improve our total OSHA 
Injury/lllness Case Rate by 3% over FY 2000. Achieving the OSHA 
Injury/lllness Case Rate reduction is a component of our variable pay 
program 


16 



209 


m) What measures has the Service taken to mitigate the impact of future 
gasoline cost increases? For example, guaranteed price contracts, alternative 
fuels, migrate mail to alternative forms of transportation such as rail, etc. 

The Postal Service purchases, directly or indirectly, 560 million gallons of 
fuel per year; 365 million gallons of this amount is diesel fuel, 165 million 
gallons is aviation fuel and 30 million gallons is gasoline. Annually, 
highway contract route suppliers account for more than 293 million 
(including extra trips and Christmas operations) and this represents an 
annualized cost of $416 million (every one-cent per gallon price reduction 
of contract diesel fuel saves the Postal Service $2.9 million). Therefore, we 
are constantly monitoring fuel costs, and continually looking for ways to 
reduce them. 

As a recent example of these efforts, during 1998 and 1999, we conducted a 
pilot fuel management program that focused on combining fuel 
requirements. The results were positive, and in 1998 we entered a 
partnering arrangement with one of our larger transportation contractors in 
Dallas. As a result, from November 1998 through early September 1999, 
more than 14 million gallons of diesel fuel have been purchased, with 
savings and cost avoidance in excess of $1.5 million. A similar pilot for 
aviation fuel began last summer in California, and it has shown promising 
results with savings that will exceed $1.5 million per year. 

The Postal Service has also begun to consolidate retail gasoline purchases 
through the use of a purchase card system. This will reduce the cost of 
retail purchases and will provide us the data necessary to negotiate more 
savings with major suppliers, although the majority of these purchases will 
continue to be made under contracts established by the Defense Logistics 
Agency’s Defense Energy Support Center. 

We do contract with railroads to haul mail when it is the best business 
choice for ourselves and our customers, based on service standards and 
cost. Generally, the Postal Service ships about 150,000 trailer loads of mail 
by rail every year, at an approximate cost of $150 million. And, over the 
past several years, we have purchased almost 30,000 vehicles which run 
on either natural gas or a mixture of gasoline and ethanol. 

n) Why did the Service underestimate the cost of living adjustments? Did the 
Service rely on a figure that underestimated inflation or did the Service 
underestimate the pool of costs that would be adjusted for cost of living. 
Please provide figures to support your response. 

The Postal Service underestimated inflation. 
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The Postal Service uses CPl-W forecasts provided by Standard and Poor’s 
DRI. Cost of living adjustments in the Postal Service are triggered by 
Consumer Price Index for Wage Earners and Clerical Workers (CPI-W) 
numbers for January and July. In January 2000, the DRI forecast for CPI-W 
was 498.3 for July 2000 and 502.2 for January 2001 . By May 2000 the 
estimates had risen to 504.1 for July 2000 and 508.2 for January 2001. The 
July CPI-W triggers a COLA payment in September. The January 2000 
estimate of that COLA was 13 cents per hour. The actual COLA payment 
was 29 cents per hour. DRI was not alone in its failure to anticipate the 
rapid increase in energy prices that drove the CPI-W increase. 

o) Please provide for the record the FY 2000 planned and actual totals revenues 
for the major classes of mail 

Postal Service FY 2000 Revenue by Major Classes of Mail 


Mail Class 

Prelim. 

Actual 

Plan 

Variance 

% 

First-Class 

35,516 

36,031 

(515) 

-1.4% 

Priority 

4,837 

4,816 

21 

0.4% 

Express 

996 

990 

7 

0.7% 

Periodicals 

2,171 

2,199 

(29) 

-1 .3% 

Standard Mail (A) 

15,193 

15,325 

(132) 

-0.9% 

Standard Mail (6) 

1,913 

1,959 

(46) 

-2.4% 

International 

1,658 

1,677 

(19) 

-1.2% 


(Millions of dollars) 


p) As discussed in the hearing, please provide an estimate of the revenue lost 
as a result of the reported 18 percent drop in American Banker Association 
member spending on First-Class mail. 

It is extremely difficult to estimate the revenue impact on the Postal Service 
of a reduced volume of bank mailings. In addition to determining the 
classes that the “lost” pieces traveled as, one must take into account the 
level of crossover of the remaining pieces (i.e., shifting mailings out of 
First-Class into Standard (A), where possible). 

8. It is rumored that the Service will need to file another omnibus rate case in the 
near future in order to maintain financial breakeven in FY2003. 

a) Assuming the Service were granted the rate increases as it proposed in 
Docket No. R2000-1 and such rates were impiemented in early January of 
2001, and recognizing the Board’s Resolution No. 95-5, when does the 
Service anticipate it wiU need to file for another omnibus rate increase? 
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At this stage, even with the assumptions posited here, it Is not possible to 
predict when the Service will need to file another omnibus rate case. The 
timing of the next case is an important policy determination to be made by 
the Board of Governors upon considering a complex range of factors, 
including the general economy, inflation, mail volume projections, labor 
negotiations, and financial and operational policies. Please be assured 
that we understand the negative consequences of rate increases, and will 
do everything reasonably possible to delay filing another omnibus rate 
case. 

b) If the service fails to achieve its breakthrough productivity targets, will the 
Service need rate increases above the rate of inflation in the next rate case in 
order to break even? 

Failing to achieve our productivity targets would, of course, have upward 
pressure on rates and therefore make it more difficult to keep rate 
increases below inflation. It Is not possible at this stage, however, to 
predict the level of future inflation, or determine what increase would be 
necessary if the productivity targets are not fully met. 

9. On January 12, 2000 the Governors filed a Request for Recommended Decision 
for Changes in Rate of Postage and Fees with the Postal Rate Commission. The 
overall average rate increase proposed was 6.4 percent. 

a) Assuming the Postal Rate Commission takes the maximum 10 months 
allowed to issue its Opinion and Recommended Decision and the Governors 
accept the recommended rates, when does the Service anticipate that new 
rates will be implemented? 

The Board of Governors will determine when approved changes will 
become effective, based on information available at the time of the 
Governors’ decision on the Recommended Decision. With that in mind, it 
is worth noting that the Postal Service has previously taken the position 
that the proposed rates would be implemented January 7, 2001. 

b) Based on the latest Consumer Prices Index, what has been the rate of 
inflation for the period since rates were last changed in January 1999? 

R2000-1 rates, as proposed by the Postal Service, would increase prices by 
6.5%. At the time the case was filed, the Consumer Prices Index was 
projected to increase by 4.8%. Currently, it is projected to increase by 
6.1%. The table below provides some historical context. Please note that 
R97-1 was implemented in January,1999 rather than the summer of 1998 
and the rate increase was 2.8% rather than 4.5% as originally proposed. 
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Rate Cases 

Time Period 
Between Rate 
Increases 

Cumulative 

Inflation 

Cumulative 

Rate 

Increases 

R2000-1 

Jan-99 Jan-01 

6.1% 

6.5% 

R97 & R2000-1 

Jan-95 Jan-01 

16.0% 

9.5% 

R94-1, R97-1 & R2000-1 

Feb-91 Jan-01 

29.3% 

20.9% 

R90-1, R94-1, R97-1 & R2000-1 

Apr-88 Jan-01 

48.9% 

42.6% 


10. Last year, the Service indicated that it intends to meet its management 
challenges by improving on every facet of its performance. At the same time 
the Service indicated that legislative reform is still needed to give it more 
effective tools and more flexibility to adapt to change and thrive. 

a) If reform does not become a reality and the Service Is denied such tools and 
more flexibility how will the Service adjust its business strategy? 

b) Will the Service pursue a policy of downsizing in response to slowing demand 
for its traditional products and services? 

It Is clear that the discussions generated by the postal reform hearings 
over the last several years are only a first step in developing public policy 
on this issue. Over the next few years, the Postal Service will develop 
more details on the issues facing the organization, the maiiing industry, 
postal customers, the American pubiic, and the postal policy community. 
We believe that progress will be made as the trends become clearer and 
the alternatives to the current structure become more defined. 

In the meantime, however, the Postal Service will undertake a complete 
review of the opportunities for increasing internal flexibility and 
responsiveness. Not ail the barriers to change are externai. 

One of the changes the Postai Service will address is the organizational 
culture. Postal managers and employees must become much more 
entrepreneurial, innovative, customer-focused, and results oriented. The 
Postal Service will adjust its selection, development, accountability and 
incentive systems accordingly. 

Another change will improve administrative systems and processes, 
reducing the time and effort required to complete purchasing, personnel 
and other actions. 

The “Breakthrough Productivity initiative” is focused on doing what we 
have always done better than we have every done it before. The Postal 
Service will also examine ways of doing things differently that will yield 
better results. In some cases, this will involve outsourcing and 
downsizing. 
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If these strategies are not sufficient, another option, of course, will be to 
continue to raise rates sufficient to cover costs. This would worsen the 
competitive position of the Postal Service and cause substantial disruption 
to key customer segments with no or minimal direct substitutes for postal 
services, such as the publishing industry. 

The final alternative would be to redefine public service and to begin to 
reduce traditional ways of providing service. Such a strategy would likely 
have to include downsizing. 

11. After the Qlll financial results were released, the Service indicated that in the 
final quarter of FY2000 it would take aggressive measures to mitigate 
inflation, manage costs and operate at high productivity levels. 

a) Please discuss these aggressive measutes. How they were implemented in 
the held? What was the net financial impact that such measures had during 
Quarter IV? 

The Postal Service aggressively managed its costs throughout FY 2000. In 
the fourth quarter, we stepped-up those measures in an attempt to offset 
continued revenue weakness. Once the final audited numbers are available, 
we expect total expenses for the year to be approximately $550 million 
under plan. This impressive turnaround can be attributed to the efforts of 
our managers and employees in the field and at headquarters, who 
answered the challenge. The field was challenged to reduce costs in 
response to the lower-than-planned workload and they did - achieving their 
workload-adjusted plans without adversely impacting service. 

Headquarters was challenged to curtail, reduce or defer program and 
administrative spending to the greatest extent possible - HQ administrative 
and program spending ended the year more than $350 million under plan. 

b) Where did these measures fall short of their expected results? 

See response to 1 1-a. Although we were unable to achieve our net income 
plan for FY2000, the measures taken offset a substantial portion of our cost 
increases and revenue shortfalls. 

12. Piease provide an overview of the Service’s efforts to manage growth in the 
workforce through attrition. Has the Postal Service initiated a hiring freeze at 
any organizational level? Does the Service intend to offer early retirements? 

If so, are there any plans to offer early retirement with an incentive bonus? 

a) Is the Service planning any downsizing or major re^ructufmg of headquarters 
or headquarters units? if so, please discuss the timing and extent of such 
downsizing or restructuring and how it wilt be achieved. 
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The Postal Service, as part of its Breakthrough Productivity initiative, is 
reviewing its administrative activities with a goal of finding efficiencies and 
eliminating duplication. The review includes transactional-based internal 
systems and Includes the use of electronic signature and Shared Services 
concepts. 

The review includes all levels of the organization, but concentrates upon 
Headdiuarters, Headquarters Field Units and the Area Offices for FY2001. 
The goal is to reduce expenses by $60-100WI for these units. The savings 
will be captured by absorbing vacancies, budget reductions, and where 
necessary offering Voluntary Early Retirements for those units impacted by 
the change. If necessary, Reductions in Force may be necessary to 
achieve the targets. 

b) Please discuss the nature and extent of the budget cuts associated with the 
Postal Service’s recent cost reduction program, which is described as the 
“Management Challenge." 

Strictly speaking, the phrase “management challenge” referred to expense 
reductions which we implemented in FY 1999. As you know, we also 
implemented unplanned cost reductions in FY 2000. These are described 
in the response to question 11a. 

c) What programs were scaled back or delayed in response to the management 
challenge to remove another $400 million in FY2000 as reported last year? 

In response to FY 2000’s revenue shortfall, we left broad discretion to our 
managers to reduce or defer costs wherever possible. Among programs 
that finished the year substantially below their original expense plans, were 
Point of Service One and Mail Transport Equipment Service Centers. 

These programs alone were responsible for over $38 million in savings. 
Over 350 programs finished FY 2000 below their initial plans, each 
contributing to our financial success in FY 2000. Achievement of these 
significant cost reductions in FY 2000 was truly a Postal Service-wide 
effort. 

The Management Challenge resulted in 360 positions being eliminated in 
Headquarters in FY2000. Additional programs and budget reductions were 
identified in Headquarters for that year. In FY01 the additional 40 positions 
were identified for elimination along with an additional 608 positions in 
Headquarters and 120 in the Area Offices. 

d) You have stated that the Service needs to reduce costs by $4 billion over the 
next 5 years. However, the Service reported to the PRC that it expects to 
achieve only about $740 million in savings in fiscal year 2001. Do you believe 
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that the $4 billion is achievable? If so, how do you plan to get there? 

Yes, we do. Our Breakthrough Productivity (BPi) effort began in FY 2000, 
and it is on-going five-year effort. During FY 2000, we began benchmarking, 
gathering best practices, and roiiing out training and communications 
efforts with operational and functional managers to ensure that the BPI 
effort was understood and had organizational buy-in. In FY 2000, we saw an 
immediate return. Productivity rose 2%, a gain ten times the average 
annual improvement over the past ten years. Based on this performance, 
the Postal Service absorbed more than $1 billion in costs in FY 2000. 
Service performance remained at record levels, as well. 

Our BPI initiatives are a series of cross functional, interlocking efforts. 
Besides an operational focus on mail processing and delivery, it also 
includes focus on purchasing, transportation, and administrative activities. 
We also expect the initiatives to build one upon the other as we move 
deeper into the program. In FY 2001, we budgeted $1.2 million in savings: 
$750 million in cost reductions resulting from pure productivity gains and 
$470 million associated with capital equipment. 

Our efforts to reduce overhead costs are ongoing and include complement 
reduction and deploying information technology to eliminate and 
streamline administrative work processes. From a transportation 
standpoint, we are currently exploring more cost effective ground and air 
transportation strategies to significantly reduce costs without adversely 
impacting service. Streamlined and standardized transportation methods 
will save tens of millions of annually. Already purchasing initiatives are 
reducing costs. We are already taking advantage of our scope to negotiate 
system-wide cost saving contracts. In addition we are using, where 
appropriate, reverse auctions via the internet to broaden our purchasing 
reach to reduce costs. 

13. A number of models of tires manufactured by Bridgestone/Firestone tires 
have recently been recalled. 

a) Has the Service investigated whether, and to what extent, such tires are 
currently mounted on PVS vehicles? If so, what is the Service doing to 
replace these tires? 

None of the vehicles we purchase centrally come with 
Bridgestone/Firestone tires. However, we do have a number of ordering 
agreements with tire manufacturers or dealers, including 
Bridgestone/Firestone, for replacement tires. These agreements have been 
in place since 1999, and, although we have purchased more than 17,000 
Bridgestone/Firestone tires since then, none of those models has been 
subject to recall. 


23 



216 


We have investigated the Bridgestone/Firestone tires on our Postal Service 
owned vehicles and we do not have any of the model numbers being 
recalled. We have instructed our facilities to inspect the other model 
numbers that we have in inventory and on our vehicles to ensure that they 
are safe. No Vehicle Maintenance Facility has reported any problems and 
we have had no accidents related to the recalled tires. We have also sent 
out notices and posted information on our internal vehicle maintenance 
web page regarding the tires. 

b) Has the Service initiated any efforts to address this pmblem with its highway 
route star and rural carriers who utilize their own vehicles? 

We do not purchase tires for our contract carriers. They provide and are 
responsible for their own equipment, which must meet Department of 
Transportation standards. We have discussed this matter with the Star 
Route Association, and they informed us that they believe that the recalls 
have received enough press coverage to ensure that the Association's 
members are informed. 

14. Improving productivity is one of the major challenges facing the Service. The 
Postal Service recognizes that it must improve its productivity to control costs 
and keep rates down. Last year the Service projected that productivity will 
grow by 2.9 percent in fiscal year 2000, a rate that has only rarely been 
achieved in the past. The Service planned to reduce labor hours by 1 percent 
in FY 2000. 

a) How much did total factor productivity grow In fiscal year 2000? 

A preliminary FY 2000 TFP growth estimate of 2.9 percent was developed in 
July 1999 using projected year-end data for FY 1999. This FY 2000 TFP 
growth estimate was revised in January 2000, based on actual FY 1999 
data. Due to the Postal Service’s improved performance from the initial FY 
1999 projection, the actual productivity improvement estimated using the 
FY 2000 net income plan of $100 million was revised to 2.1 percent. Actual 
TFP growth for FY 2000 is 2.5 percent. 

b) Please explain what factors contributed to the growth in productivity? 

Achievement of a reduction in the use of labor while mail volume and the 
number of deliveries continued to grow was a major contributing factor. 
Another factor was our success in keeping the overall use of materials to a 
net decrease despite substantial increases in air and highway 
transportation. 

c) Did the Service meet its goal of reducing labor hours by 1 percent in FY2.000? 
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Preliminary year-end data indicate that labor hours declined 0.7 percent 

d) Were the savings accomplished by closing 15 Remote Encoding Centers 
(RECs) and by reducing complement through attrition? What other initiatives 
were undertaken to reduce labor hours including, for example, curtailing 
overtime? 

The greatest labor hour reduction was in mail processing where the 
benefits of automation are realized. The 3.2 percent decline in mail 
processing labor hours is due, in part, to attrition of approximately 10,000 
career and transitional employees. Remote Encoding Center (REC) 
employees make up approximately 10 percent of the attrition in mail 
processing. Automation efforts allowed us to reduce manual work hours in 
mail process by 9.5 percent, or more than 8 million hours. REC hours were 
reduced by more than 4 million hours. 

1 5. In its Report of the United States Postal Service Commission On a Safe and 
Secure Workplace, The National Center on Addiction and Substance Abuse 
at Columbia University found that "going postal" is a myth. Postal workers 
are no more likely to be victims of violence or abuse than any other 
employees in the national workforce. This is certainly very good news, 
however, the report also noted that compared to other workers, postal 
workers have a greater fear of v,/orkplace violence and have a more negative 
attitude towards their managers and co-workers. The report lists ten major 
recommendations for improving this situation. 

a) Does the Postal Service plan to implement any of these recommendations? 
Please provide an implementation plan for each recommendation, if available. 

The Postal Service does have plans to implement the recommendations. 
Patrick Donahoe, the Senior Vice President for Human Resources, is 
coordinating the Postal Service’s action plans for the various 
recommendations. We cannot provide an action plan for each 
recommendation at this time, but attached is a matrix showing the 
functions and other stakeholders that are responsible for implementation 
of each recommendation. 

b) The report notes that an autocratic management style still persists within the 
Postal Service. What steps will the Postal Service take to improve this 
situation? 

The Postal Service is taking a number of steps to improve this situation. 

All of the Postal Service’s leadership development programs (the Associate 
Supervisor Program, the Career Management Program, and the Advanced 
Leadership Program) are built upon competencies that include the ability to 
communicate and work in a collaborative and positive way. Through these 


25 



218 


programs and any others that follow, we will build the right skills in our 
future leaders. In more immediate terms, the Postal Service has included 
as a compensable indicator for managerial pay under the variable pay 
program the results from an employee survey on how well supervisors 
communicate and manage performance. This measure helps to drive 
accountability for improvement. Further, we are focused on improving the 
quality and effectiveness of any training or learning efforts for supervisors 
and managers. In learning programs that are already being implemented, 
the emphasis is on: 

1) interactive learning that requires supervisors and managers to 
spend most of the course time practicing skills and 

2) rigorous follow-up that requires supervisors and managers to 
use the skills they have learned everyday with on-site coaching to 
support them. 

16. The report notes that the Postal Service grievance process is currently 
swamped to an extent unmatched in the pubic or private sectors. As of April 
2000, more than 126,000 grievances were awaiting arbitration. The report 
contains the recommendations that management, unions, and management 
associations overhaul the dispute resolution process, and agree on a system 
of financial incentives for craft employees. 

a) Does the Postal Service plan to act on these recommendations? Please 
discuss the process the Service will use to bring the parties together in order 
to overhaul the dispute resolution process: Please discuss the any financial 
incentives the Service may be considering to address the grievance problem. 

The Postal Service and its unions must collectively bargain over any 
change to the dispute resolution procedure. The current 
grievance/arbitration procedure has been in place for over 20 years and we 
have taken steps over the past few years to modify those procedures. In 
response to the mounting backlog of grievances, the Postal Service began 
addressing solutions with the Federal Mediation and Conciliation Service 
facilitating the Summit process in late 1996. The Summit process focused 
the leadership of the Postal Service and its employee organizations on 
addressing the shortcomings of the grievance appeal procedure and 
developing solutions. 

In 1998, the Postal Service and the NALC negotiated and agreed to test a 
new, streamlined joint dispute resolution process in 19 districts. Over a 
period of two years, the test resulted in a significant increase in resolutions 
at the local level and a dramatic reduction in grievances appealed to 
arbitration. In addition, the process fostered more professional working 
relationships between union and management officials in the field. The 
parties are currently engaged in a nationwide rollout of the new process. 
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During national negotiations in 1998, both the APWU and the NPMHU 
agreed to modifications to streamline their respective grievance 
procedures, providing for greater incentive to respond and resolve 
disputes at the local level. 

We are continuing the Summit process with our Unions and are pursuing 
further opportunities to improve the effectiveness of our dispute resolution 
procedures with the APWU and NPMHU during 2000 national contract 
negotiations. 

17. The report notes "Long-standing patterns of distrust and contentiousness mar 
relations between management and some of the major unions" and that 
"distrust at the national level undermines locai cooperation." 

a) How does the Postal Service respond to this assessment? What plans does 
the Postal Service have for improving its relationship with organized labor? 

To some extent, we agree with the assessment, it is a systemic problem. 
Our dispute resolution process is overwhelmed with grievances and 
therefore, legitimate disputes go unaddressed for long periods of time. A 
process that does not address disputes expeditiously leads to distrust. 

We are addressing this issue by seeking negotiated improvements to 
modernize and expedite dispute resolution in our grievance procedures. 
This effort is being supported with a joint contract interpretation resource, 
Joint Contract Administration Manuals, with each of our craft unions to 
increase and ensure contract compliance in the field. 

Ultimately, it is the responsibility of the unions, as the moving parties, to 
utilize the grievance process for its intended purpose. Our history, 
particularly with the APWU, shows that the grievance process has been 
bogged down with multiple grievances on the same issue that 
unnecessarily extend the time to address and resolve disputes. 

1 8. It is noted in the report that many grievances in the backlog are parallel 
issues grieved separately. As an example, it notes that the American Postal 
Workers Union (APWU) filed 40,000 grievances in a dispute over wash-up 
time in the New York district, it also noted that the APWU accounts for 80 
percent of the grievance backlog, even though their membership accounts for 
only 49 percent of career craft employees. There is one pending grievance 
for every three APWU members. 

a) Is the Postal Service working with the APWU and other unions to stop this 
apparent abuse of the grievance process? 
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Since 1994, the Postal Service and the APWU have negotiated several 
contract provisions with the intent of discouraging the multiple filing of 
grievances. During the current round of national negotiations, we will 
continue to explore further opportunities to address the issue of how to 
efficiently and expeditiously combine, respond to, and resolve grievances. 
As noted previously, ultimately it is up to the union to avail themselves to 
these contract provisions, as they are the moving party and they alone 
determine when and how often to fiie grievances. 

19. The Subcommittee has heard concerns by employees that they will be 
retaliated against if they report problems to the Inspection Service, the Office 
of the Inspector General or Congress. 

a) What, if anything, has postal management done to address such concerns? 

The Postal Service reinforces through policies outlined in the Employee 
and Labor Relations Manual its commitment to providing a work place free 
from reprisal. It is a prohibited personnel practice for anyone to take or fail 
to take a personnel action in reprisal for the exercise of any appeal right 
granted by a law, rule, or regulation. In addition, although the Postal 
Service is not subject to the Whistleblower Protection Act, our policies 
prohibit retaliation for disclosures of certain information to not only the 
Inspection Service, the Office of the Inspector General and Congress, but 
to anyone, including the media. 

If an employee believes that the information evidences a violation of any 
law, rule or regulation or cites mismanagement, a gross waste of funds, an 
abuse of authority or a substantial and specific danger to public health, the 
disclosure is protected from reprisal unless the disclosure was specifically 
prohibited by law or Executive Order. Employees or applicants for 
employment may raise allegations of reprisal for prohibited personnel 
practices through a number of appeals processes. Where no process is 
otherwise available, the employee or applicant may appeal directly to the 
Senior Vice President, Human Resources, who will refer the complaint to 
the Inspection Service or other appropriate investigative authority, and the 
complaining party receives a written report of the disposition of his or her 
complaint. 

In response to concerns that these policies are not clearly understood by 
employees and managers and that the policies are not as comprehensive 
as the Whistleblower Protection Act, the Postal Service’s Office of Equal 
Employment Opportunity and General Counsel and attorneys for the Office 
of the Inspector General are working cooperatively to revise the Employee 
and Labor Relations Manual. The shared objective is to provide a process 
that more closely tracks the provisions of the Whistleblower Protection Act 
without violating collective bargaining requirements or creating a process 
that is ineffective. Once these revisions are made, the Office of the 
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Inspector General and the Postal Service will cooperate in a 
communication plan to introduce the process to postal employees and to 
reinforce our commitment to the enforcement of the prohibitions against 
retaliation in our workplace. 

20. Last year the Service reported that the National Association of Letter 
Carriers (NALC) interest arbitration award would increase the then baseline 
forecast for FY2001 by over $370 million. 

a) Please update this estimate. 

The FY2001 estimate will be less than $370 million since the NALC upgrade 
will not occur until November 18, 2000 which is after FY2001 begins. 

FY2001 costs are estimated to increase by $328 million due to the upgrade. 
Full implementation of the upgrade will amount to about $370 million. 

21. The American Postal Workers’ Union (APWU) current contract expired in 
November, two days after carriers were to be upgraded from grade 5 to grade 
6. The President of the APWU issued a statement indicating the APWU will 
settle for nothing less than full parity with the NALC in its contract. Clearly 
this is a major challenge to the Postal Service’s efforts to control costs. The 
Service has noted that it does not believe that the inside work of APWU or 
Mail Handlers members is as complex as the outside work of NALC 
members. The Service argues that upgrading is not Justified. 

a) What is the status of negotiations with the APWU? What are the major issues 
separating the parties? What are the prospects for reaching a negotiated 
settlement? 

Negotiations with the APWU began on August 22. Since that time, there 
have been over 10 main table meetings between the parties. Your question 
identifies one of the major challenges in reaching a negotiated settlement, 
namely, the upgrade for NALC employees. Clearly, the upgrade for the 
NALC will have an impact on the negotiations with the APWU. The Postal 
Service’s goal in 2000 negotiations is to reach a negotiated agreement that 
is fair to APWU employees, responsive to our customer needs, and one 
which will allow us to maintain a competitive position in a very dynamic 
environment. 


b) VWiat is the status of negotiations with the NRLCA? What is the major issues 
separating the parties? What are the prospects for reaching a negotiated 
settlement? 

Negotiations with the NRLCA began on September 6 and several main table 
sessions have been held since then. The Postal Service and the NRLCA 
entered into these negotiations with a sincere commitment to reach a 
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negotiated agreement. Issues of Importance to the NRLGA are the 
equipment maintenance allowance and an increase in the use of postal* 
owned vehicles available for rural delivery. The USPS and the NRLCA 
continue in a cooperative manner to discuss the many proposals put on 
the table by the parties. The Postal Service’s goal in 2000 negotiations is 
to reach a negotiated agreement that is fair to NRLCA employees, 
responsive to our customer needs, and one which will allow us to maintain 
a competitive position in a very dynamic environment. 

c) What is the status of negotiations with the NPMHU? What is the major issues 
separating the parties? What are the prospects for reaching a negotiated 
settlement? 

Negotiations with the NPMHU began on August 10. Since that time, there 
have been several negotiations sessions between the parties. Your 
question identifies one of the major challenges in reaching a negotiated 
settlement, namely, the upgrade for NALC employees. However, since the 
NALC upgrade was awarded to city delivery carriers and mail handlers do 
not perform outside delivery, the Postal Service does not anticipate that the 
NPMHU will seek an upgrade for its members during negotiations. The 
Postal Service’s goal in NPMHU negotiations is to reach a negotiated 
agreement that is fair to employees, responsive to our customer needs, 
and one which will allow us to maintain a competitive position in a very 
dynamic environment. 

22. The Service recently expanded Global Priority Mail (GPM) service to nine 
Caribbean countries/territories and one Central American country. The Postal 
Rate Commission’s Report to Congress on 1999 International Mail Volumes, 
Costs and Revenues indicates that GPM on a unit basis made significant 
contribution to institutional cost. In contrast, the FY 1998 report indicated that 
GPM did not cover its costs mainly due to an aggressive advertising budget. 

a) Please discuss the measures taken by the Service to improve the financial 
performance of GPM in FY1999. 

In FY 1999, GPM made a significant contribution on a unit basis and on an 
overall basis. GPM was launched in 1996. In support of its launch, the 
product was advertised to create awareness of it as a new product. As 
awareness has increased over the past three years, the amount of 
advertising has been decreased. This follows standard marketing 
practices for the launch of a new product. GPM's significantly positive 
operating results have been consistent since its inception. The improved 
contribution in FY 1999 is attributable to startup advertising costs no 
longer being incurred. 
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b) What w^as the breakdown between flat rate and variable weight service pieces 
in FY1999? 

In FY 1999, approximately 87 percent of GPM was flat rate and 13 percent 
was variable weight pieces. 

c) Would the Service agree that the PRC’s review of international products and 
services has improved the Service’s own understanding of the financial 
performance of its international products and services ? How so? 

To date the PRC's review has not significantly improved the Service's 
understanding of the financiai performance of its products and services, it 
may have been beneficial, however, to have the PRC validate the 
international data systems and to demonstrate that internationai revenues 
cover International costs in aggregate. 

d) What improvements have resulted in the accuracy of cost attribution as a 
result of the Commission’s review? 

To date the PRC's review has not resulted in significant improvements in 
the accuracy of cost attribution. It may have been helpful to have the PRC 
endorse the validity of USPS international cost attribution procedures. 

23. Last year you reported that the Service continues to research means for 
speeding up the production of reliable cost data. You noted that many 
timesaving and quality improving changes were made. 

a) What additional progress has the Service made in improving the timeliness 
and quality controls for cost and revenue data? 

Substantial efforts have gone into improving the timeliness and quality 
controls for cost and revenue data. 

Several improvements have been made to more accurately distribute costs 
to products. They include: 

• More accurate distribution of Delivery Point Sequenced mail costs as a 
result of the redesign of the Rural Carrier Cost System. 

« More accurate distribution of stamp printing costs by using current 
Originating-Destinating Information System (ODIS) data. 

• Improved treatment of international terminal dues. 

• Improved accrued cost information for transportation networks. 

• This year we plan more cross-functional review of CRA results at the 
rate category level. 
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• Carrier cost volumes are systematically compared with RPW volumes 
on a quarterly basis, and other cost system outputs are systematically 
compared with data from previous years. 

b) As a result of your efforts has the Service been able to move up the release 
date of the Cost and Revenue Analysis report? 

Yes. This year, the audited CRA report was available on April 4. This was 
five weeks earlier than the previous year, and is comparable with when 
other government agencies file their financial reports (March 31). 
Furthermore, an unaudited copy of the CRA is filed with the Postal Rate 
Commission on March 15. 

24. Last year the Service indicated that data improvements made since the 
Chairman’s request for the data quality study, as well as improvements 
recommended by the study will be reflected in the next case. The Service listed 
seven general areas of improvement that align with the study's 
recommendations. 

a) Please confirm for the record whether those Improvements were included in the 
Docket No. R2000-1 rate filings. 

The Postal Service has been meeting regularly with Robert Taub, Tom 
Sharkey and GAO representatives, providing detailed briefings and reports 
on the status of actions taken in response to recommendations of the Data 
Quality Study, and a copy of the most recent report is attached. 

In Docket No R2000-1, the Postal Service submitted new studies and 
analyses addressing the recommendations of the Data Quality Study 
Report, including 

• new mail processing data and analyses, 

• an updated street time sampling study, 

• an updated load time variability study, 

• a more thorough assignment of specific costs to Priority and 
international mail (these costs had previously been treated as 
institutional), and 

• improved documentation of the Transportation Cost System sample 
design. 

Other areas are being developed for inclusion in future rate cases; 

• updated facility use study, 

• investigation of the impact of changes in FY99 Management 
Operating Data System (MODS) data, 

• exploration of POS and other data sources for study of the retail 
area. 

• new capital and support cost analyses, and 
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• other delivery study updates. 

b) Please briefly summarize for the mcord how those improvements were 
viewed by the intervenors and the Postal Rate Commission. 

Our mail processing variability work has generaliy been supported by 
Periodical mailers and opposed by United Parcel Service. The new delivery 
data generally increased volume variable costs, and its use was opposed 
by Periodical and Standard A mailers but supported by representatives of 
the newspaper industry. The Postal Rate Commission (PRC) rejected the 
new mail processing data and analysis, preferring the assumption that the 
variability of mail processing labor is equal to one. The PRC also rejected 
the new city carrier data, with which the street time sampling study and the 
load time variability study were updated. The assignment of product 
specific costs was accepted by the PRC as was the improved 
documentation of the Transportation Cost System sample design. 

c) Now that you have plucked this “low hanging fruit", what actions have you 
taken since the case has been fiied to address the remaining 
recommendations in the Data Quality Study Report? 

We have established a separate funding mechanism for studies designed 
to address recommendations of the Data Quality Study Report. Over the 
next two fiscal years, these funds are tagged to support work on: 

• delivery studies, 

• mail processing issues, 

• capital and support cost analysis, 

• transportation cost studies, 

• retail cost studies, and 

• improving measures of the precision of unit costs. 

d) / am concerned that given the cost-cutting that the Service will need to do, 
there may not be enough resources to implement the recommendations of the 
Data Quality Study. Do you see this as a problem? 

The Postal Service is committed to providing quality data and is a major 
sponsor of the Data Quality Study. As discussed with the staff of the 
House Oversight Committee, we plan to pursue the recommendations of 
the study. Funding has been estimated for this effort and work on many of 
the initiatives has begun. 

25. The Subcommittee has received complaints regarding maii forwarding 
service. 

a) How does the Service accommodate the needs of customers who reside 
various locations depending on the season (i.e. - “Snowbirds”)? 
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Customers who relocate on a frequent or seasonal basis can file a 
“temporary” change of address with the Postal Service. First-Class mail is 
forwarded free (unless the mailer has directed its return) and periodicals 
are forwarded free for 60 days. Information regarding the temporary 
address is not provided to the mailer. 

“Snowbird” service is available on request at post offices offering the 
service. Mail for the “away” customer is held locally and batched and 
reshipped to the temporary location by Priority Mail or Express Mail, at the 
customer’s option. All customers must prepay the correct postage for the 
mailing method chosen. 

26. Please summarize the criteria used by the Sen/ice to determine the type of 
delivery (door, curbline or cluster box) that is provided to newly constructed 
residences. 

New housing receives either curb or central point delivery depending on 
whether it is single family (houses or townhouses) or multi-unit housing 
(apartments). 

Local postal managers meet with developers before construction to 
discuss options. Each developer has the option of selecting curb or 
central point for single family housing. Multi-family housing must select 
centralized delivery. 

Homes that are built within existing blocks receive the same type of 
delivery as the surrounding housing. 

27. The Service has acknowledged that electronic diversion is a significant threat 
to its core revenue base, particularly its First Class revenues. You reported 
that you constantly monitor market conditions and consult with leading experts 
on electronic diversion. The Subcommittee is interested in learning more about 
these trends. 

a) Please provide an update on the latest trends in electronic diversion. Please 
address the trends in electronic diversion of bills, statements, and remittances. 
Has the Service developed any new strategies including product 
enhancements to forestall the diversion of mail to electronic form? If so, 
please explain. 

As described in the Postal Service’s five-year strategic plan ( now available 
online at usps.com), the future is uncertain. We continue to consider three 
possible scenarios: (1) a baseline case, where there are significant 
reductions in First-Class Mail volume and moderate Standard A Mail 
volume growth; (2) a rapid diversion case, characterized by faster 
reductions in First-Class Mail volume and reductions in Standard A Mail 
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volume; and (3) an historical case, where there will be moderate mail 
volume growth based on traditional trends. Chapter 2 of the Strategic Plan 
provides a detailed discussion of changes in the postal environment that 
will affect mail volume and the postal organization. Appendix 2, Projecting 
Electronic Diversion for First-Class Mail in the H.R. 22 Simulation Model, 
contains data presented by PriceWaterhouseCoopers to the Postal Service 
in February 2000. We are continuing to monitor industry publications from 
noted analysts like Forrester, Jupiter, Gartner, Killen Associates, and 
PriceWaterhouseCoopers to obtain the most up-to-date forecasts and 
information on changes in the marketplace. 

The Postal Service is continually looking for new strategies and product 
enhancements to forestall diversion of First-Class Mail. We recently took 
advantage of Internet technology to launch the new hybrid mail service. 
Mailing Online. Mailing Online allows customers the convenience of 
designing a mail piece, submitting a mailing list, and providing payment 
online. This information is then transmitted to a printer under contract to 
the USPS, who will print the mail piece and enter the mailing into the mail 
stream. To educate small and medium-sized businesses about the value of 
using bulk mailing, we have a “Business Mail 101” application on our web 
site to help customers learn how to prepare mailings, and 
www.uspsdirectmail.com also provides information for mailers who want to 
use direct mail. 

At the last National Postal Forum in September the Postal Service 
highlighted several, innovative initiatives. These are: 

Friend-to-Friend Mail - A new business reply mail product extension 
currently in operations test that allows advertisers to send, in outer 
wrapping, postcards for their customers to mail on to friends and family. 
Customers write their personal messages on the cards and send them to a 
third party. Each card is embedded with a code that our new Confirm 
service records when pieces are entered in the mail stream, and the 
advertiser’s account is debited. 

Confirm - A new information service that allows mailers to track their 
letter-size mail pieces (and soon flats as well) for both outgoing mail and 
incoming reply pieces. Confirm uses a new barcode technology called 
Planet Code, which identifies the sender of the mail piece, as well as 
information about the mailing. Confirm provides marketing value by 
helping to synchronize telemarketing follow-up activities, reduce credit 
card fraud, improve cash-flow management, evaluate ad campaigns, etc. 
The Postal Service is currently evaluating various options. 

Net-Speed News - A service extension that uses electronic distribution and 
printing to deliver smaller publications (hometown papers, sports news, 
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etc.) the same day they are put in circulation, regardless of where they 
originate. Operations testing is beginning this fall to determine the 
feasibility of having publishers send digitized publications to a third-party 
network and on to geographically distributed print stations in or near LISPS 
facilities. 

Mic repayment - A First-Class courtesy/business reply mail product 
extension which was recently introduced that ailows for the use of postage 
stamps to pay for smali price-point purchases. Customers put extra 
stamps on a reply piece as payment, and the Postal Service reimburses the 
mailer 85 to 90 percent of the face value of the stamps. Potential markets 
include trial subscriptions, music, software samples, cereal box, and comic 
book offerings. 

The Postal Service has a history as a pioneer and innovator. We will 
continue to look for ways, based on customer input, to make better use of 
technology to enhance existing products and develop new offers, often in 
partnership with private and public sector organizations. 

28. it has been widely assumed that the increase in E-commerce activity may lead 
to increased demand for package delivery services, 

a) Does it appear that the growth of electronic commerce has increased total 
package volumes in the delivery market? 

The E-commerce phenomenon is changing the landscape of the package 
delivery market as volume increases are being recorded in all categories. A 
significant factor in this increase is the change that has occurred in the 
traditional bricks and mortar retail business. Customers who once took 
possession of their merchandise at the store are now taking advantage of 
the option to shop the Internet and have their orders arrive at the mailbox 
or doorstep. In addition, new industries have emerged whose business is 
strictly Internet driven. The Internet has given them “reach” to do their 
business. 

The overall market is growing at a healthy rate and although the Postal 
Service is a part of that growth, its share is a modest one restrained as it is 
in the absence of Postal reform. 

b) Does it appear that the growth of electronic commerce has increased the 
numbers of catalogs being mailed? 

It does not appear that the growth of electronic commerce has resulted in an 
overall increase of catalogs in the mailstream. Although there are examples 
of on-line merchants Choosing to invest in off-line advertising, such as 
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catalogs, there is an offsetting effect resulting from traditional advertisers 
now investing in on-line advertising. 

c) Does the Service have information on the total size of the domestic parcel 
market? if available, please provide information on the size by volume and 
revenue of the overnight, 2-day and ground package markets. In addition, 
please indicate the Services’ shares in each market in the last available 
reporting period and the same period last year. 

Total Domestic Package Market Growth 
1998 and 1999 

1998 1999 % Change 



Volume 

Revenue 

Volume 

Revenue 



(In OOO’s) 

(in OOO's) 


Overnight pieces 

1,256,082 

$15,709,202 

1,314,600 

$16,724,478 

4.7% 

Two/Three Day 

1,909,096 

9,596,937 

1,938,920 

10,394,148 

1.6% 

Ground 

4.703,423 

16,867,744 

4,814,913 

17,862,419 

2.4% 

TOTAL 

7,868,601 

$42,173,883 

8,068,433 

$44,981,045 

2.5% 


Total Domestic Package Market Share 
1999 



USPS 

FedEx 

UPS 

Airborne 

Others 

Overnight 

5.3% 

42.8% 

28.1% 

19.7% 

4.1% 

Two/Three Day 

61.9% 

17.7% 

15.9% 

4.2% 

0.3% 

Ground 

6.6% 

10.4% 

79.3% 

n/a 

3.7% 

TOTAL 

19.7% 

17.4% 

55.7% 

4.2% 

3.0% 


{Source: "Competitor and Total Package Delivery Market Growth Projections"; The 
Colography Group, September 2000) 

d) Please explain any trends that appear evident in the Service's share of the 
package markets. 

Package shippers demand a competitively priced consistent, reliable 
service with an appropriate set of features to meet their needs. The Postal 
Service is in a share losing position across the product line because 
product features, operational capabilities and pricing are behind the 
market. 

The only sustained package product growth to date has been in Priority 
Mail due primarily to a price advantage in lower weight ceils. Market share 
in the two/three day market is slowing overall and the Service’s share 
percentage of this segment is weakening due to erosion of the price value 
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position as competitors discount products and bundle services. Postal 
market share of the two-day market has declined from 63.5% in 1997 to 
63.1% in 1998. The negative growth trend is projected to continue with 
estimates of share at 59% in 2004 if actions to improve the product position 
are not taken. 

Note that the Service’s volume share data are not indicative of a similar 
share in revenue due primarily to the concentration of lower cost 
lightweight pieces. The Services' revenue share was 44.8% in 1998 and 
45.3% in 1999. 

29. Some commentators have noted that the major competitors of the Postal 
Service, specifically FedEx and UPS, enjoy advantages over their competitors 
in the form of tax breaks and special support from state and local 
governments. 

a) Has the Postal Service reviewed any of the literature on this subject? If so, 
does the Service have an opinion as to whether such tax breaks and support 
puts the Service at a competitive disadvantage? 

Yes, the Postal Service is aware that commentators have discussed the 
relative competitive advantages of private sector service providers as 
compared to the Postal Service. However, the Postal Service has not fully 
evaluated the merits of these arguments and has not attempted to verify or 
to quantify the suggested advantages. The Postal Service favors a fair 
marketplace with all competitors on a level playing field. 

Without such evaluation, the Postal Service considers the lack of pricing 
flexibility and the barriers to entry for new products more compelling 
competitive disadvantages than those mentioned. 

30. The Service has often discussed its need for standard cost information to 
manage its operating costs. Given the current financial position and revenue 
forecasts it appears that such information is essential. 

a) Please provide an update on the results of the Postal Service’s efforts to 
implement an ABC standard costing system. 

An Activity Based Costing (ABC) model for Processing and Distribution 
Centers has been developed and tested in Nashville and Memphis. The 
emphasis of the program is not on standard costing but, rather, on 
developing activity costs and rates that can be compared across plants for 
benchmarking, performance measurement and budgeting purposes. 

b) Are there any plans to implement the Activity-Based Costing Model on a 
nationwide basis? 
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We are currently developing a plan to implement ABC at additional plants. 

c) What use has been made of the data collected thus far? Has the Service 
implemented any changes in the field particularly at the pilot sites that 
resulted in cost savings? 

Some cost saving changes have been implemented in Nashville, TN since 
the plant has data for a year's timeframe. For example, it was determined 
that one piece of automation was not cost efficient and it was moved to 
another facility. 

31. The Service indicated that it would have to carefully evaluate whether any of the 
ABC costs would be consistent with the principles of cost causation and whether 
the data was useful for ratemaking. 

a) What has been the result of that evaluation? Will any of the data collected so far 
be used to support the Service’s next rate filing? 

It is too soon to make any evaluation of the potential of ABC as an input to 
the ratemaking process. ABC is designed to support operations and 
measure costs In a manner consistent with operations processing, rather 
than by mail class or subclass. 

b) Please explain why the Service finds the MODS system data reliable for 
estimating mail processing cost variability in the rate case but is unsure as to 
whether the ABC data is consistent with cost causation principles. 

ABC is designed to support operations and measure costs in a manner 
consistent with operations processing, rather than by mail class or 
subclass. The decision to use data from any new system in the ratemaking 
process is an important one. It requires extensive study and careful 
evaluation. 

32. UPS says the Postal Service's total ad budget is more than UPS and Federal 
Express spend combined. UPS claims the spending is unfair because the 
Postal Sen/ice uses profits earned on its monopoly letter service to fund ads 
promoting its competitive products. 

a) How do you respond to these charges? Please demonstrate for the record 
that the Postal Service does not cross-subsidize competitive products 
advertising with monopoly ''profits.” 


Since the Postal Service does not have a reliable source of information 
regarding total advertising and promotion expenses incurred by UPS and 
Federal Express, it is not possible to evaluate comprehensively the 
allegation that our advertising budget exceeds the combined advertising 
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budgets of those two organizations. The avaiiable Neiisen information 
relating to media buys, however, indicates that, over the most recent four 
quarters, those two firms combined have outspent Postal Service 
competitive services advertising by a considerable amount (i.e., in the 
neighborhood of 50 percent). The Neiisen reports do not include 
information on sponsorships of athletic events and stadiums, and we 
expect that the two firms spend considerably more for such activities than 
we do. 

In the rate case, moreover, the Postal Service has amply demonstrated that 
proposed rates for each of its products, whether competitive or non- 
competitive, have been designed to cover at a minimum the full 
incremental costs of the product, including all advertising costs. This 
demonstration refutes any suggestion that so-called “monopoly profits” 
are used to cross-subsidize any portion of the costs of competitive 
products, whether relating to advertising or otherwise. 

b) How much did the Service spend on advertising on competitive and non- 
competitive products and services in FY1999 and FY2000? (For the purpose 
of responding please use the definition of competitive products identified in 
H.R. 22). Please provide the same information on a per piece basis. 

Information on advertising expenses for FY 1999 provided in the rate case 
shows that total expenditures for that year for competitive services {i.e., 
Priority Mail, Express Mail, parcel post, and bulk international mail) totaled 
$100.7 million. Expenses associated with services which in the H.R. 22 
environment would be included In the non-competitive baskets (i.e., 
advertising mail, special services, and correspondence and transactions 
mail) totaled $45.5 million, leaving a residual amount of advertising 
expenses not specifically associated with either type of service of $74.1 
million. 

Total advertising expenditures in FYOO were considerably lower than in 
FY99. For the same services reported above as competitive, the FYOO 
advertising expenditures were $75.4 million which included promotional 
costs for special services associated with competitive products. FYOO 
advertising expenses for the same services reported above as non- 
competitive are $12.4 million. The residual amount of institutional 
advertising expenses is $ 60.8 million. 

Per piece information requires the availability of piece volume data, and is 
not necessarily meaningful at the levels of aggregation (i.e., competitive vs. 
non-competitive) germane to this discussion. Based on the information 
provided in the rate case, it can be seen in FY 1999 that Priority Mail 
advertising costs per piece were approximately 7 cents in that year, parcel 
post advertising costs per piece were approximately 0,3 cents, and that FY 
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1999 was a year in which no advertising expenses were incurred for 
Express Mail. The large volumes of mail in the non-competitive categories 
cause their overall per-piece advertising costs to be trivial. 

33. Last year the Service reported that it does not separately identify direct mail 
advertising by product and service. 

a) Is this still the case? Does the Postal Service not know how much was spent 
to send direct mail pieces to postal employees and other potential customers 
promoting its e-Billpay service? If so, how does this square with the concern 
for cross-subsidization of competitive products and services by monopoly 
profits? 

No. The Postal Service now tracks expenditures for direct mail advertising 
by product and service. The Postal Service spent approximately $1.45 
million on these direct mailings. The Postal Service spends appropriate 
amounts on research and development of ail new products and services. 
No organization, public or private, can develop a new product or service 
without incurring research and development costs. 

34. Mr. Henderson, in our July 25*' hearing, we had the opportunity to ask your 
Deputy, Mr. Nolan and the Chief Postal Inspector, Mr. Weaver, about their 
thoughts on the future of the Postal Inspection Service. I would like to follow 
up on some of the issues we discussed then, it has been brought to the 
Subcommittee's attention that the Postal Inspection Service has formed a 
committee to assess the future of the Inspection Service in the changing 
postal marketplace. I would like to complement the Inspection Service on 
taking this very positive and proactive step. 

a) It Is my understanding that Ida Gillis, Inspector in Charge of the Northern 
Illinois Division is an ad hoc member of the committee. I believe that Ms. 
Gillis is currently on sabbatical from the Inspection Service so that she may 
serve as President of the National Organization of Black Law Enforcement 
Executives (NOBLE). In what capacity does the sit on the committee? As an 
Inspector in Charge, or as president of a law enforcement organization? 

Ms. Gillis sits on the committee as an Inspector in Charge of a large field 
division. The committee is made up of a diverse mix of Inspection Service 
employees: the Inspector in Charge of International Security; an Assistant 
Inspector in Charge of Strategic Planning; an Inspector/Attorney; Team 
Leaders from Miami and Houston; a Security Force representative and a 
Human Resources specialist representing the support functions of the 
Inspection Service. The committee is chaired by the Inspector in Charge of 
Congressional & Public Affairs. 
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b) Have any other law enforcement officer's associations been invited to 
contribute to the committee? If so, which ones? If not, why? 

None of the groups is represented in an officiai capacity. However, Postal 
Inspection Service personnel belong to numerous fraternal and 
professional law enforcement-affiliated groups, such as the Fraternal Order 
of Police, Federal Law Enforcement Officers Association, NOBLE, 
Hispanic-American Police Command Officers Association (HAPCOA), 
Women in Federal Law Enforcement (WIFLE), the National Asian Police 
Officers Association (NAPOA) and the International Association of Chiefs 
of Police. Members of several of these organizations are on the committee. 

35. Please provide the cost of sponsoring the Postal Service Olympic Bicycling 
Team in FY 1999 and 2000. 

The officiai name of the cycling team is the United States Postal Service 
Pro Cycling Team. 

This sponsorship involves an annual renewal, accompanied by 
negotiations concerning the participation of the Postal Service, other 
sponsors, and team budgets. Those discussions are currently ongoing, 
and I am concerned that the public disclosure of the information, which 
otherwise is confidential, could adversely affect the costs of current and 
future procurements. I would be pleased to provide this information to the 
members in some manner that would avoid this impact. 

a) Please report the names and titles, number of trips, and total travel expenses 
for all Postal employees who traveled internationally to participate or support 
other participants in all biking and promotional events associated with the 
Postal Service Olympic Bicycling Team. 

The following individuals were on official travel internationally to attend 
events surrounding the USPS Pro-Cvclina Team participation in races: 

1999: 

Tour de France: 

Gail Sonnenberg, Vice President, Tactical Marketing and Sales Development 
Henry Cleffi, Manager, Programs and Planning 
Walter Seale, Manager, Package Services 
George Hurst, Manager, Mail Order 

Margot Myers, Manager, National Affairs/USPS Cycling Team Spokesperson 
Robert McKenna, Tactical Marketing Specialist 

2000: 

Tour de France: 

William Henderson, Postmaster General/ CEO 
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Gail Sonnenberg, Senior Vice President, Sales 
Henry Cleffi, Associate Vice President, Sales 
David Mastervich, Executive Manager, National Accounts, Ad Mail 
Margot Myers, Manager, USPS TV & Photography/USPS Cycling Team 
Spokesperson 

Amstel Gold Cup Race (Belgiumj/Meeting with TPG/TNT: 

Henry Cleffi, Associate Vice President, Sales 

Margot Myers, Manager, USPS TV & Photography/USPS Cycling Team 
Spokesperson 

Leo Granos, Team Leader, Sales Acquisitions 

David Morton, Acting Manager, Global Business Development 

Total costs: $83,446.00 

b) Please describe the duties and responsibilities of each employee on such 
trips and explain why their presence at such events was essential to the 
Postal Service’s mission. 

During the past several years, the Postal Service’s Sales Group has been 
successful in developing relationships with the Pro Cycling Team co- 
sponsors and other firms with an interest in cycling, and then marireting 
our services/products to these people. Gail Sonnenberg, Sr. VP, Sales, and 
Hank Cleffi, Associate VP, Sales, made two official trips to France to attend 
the Tour de France with team co-sponsors and other customers with an 
interest in cycling. 

The purpose of their trip was to foster good relationships with decision- 
makers in these companies and therefore promote the sales of postal 
services/products. 

Postmaster General William Henderson made one official trip to the Tour 
de France for the same reason. 

David Mastervich, Executive Manager, National Accounts, George Hurst 
and Walt Seale, Sales Managers, Leo Granos, Team Leader, Sales 
Acquisitions, and David Morton, Acting Manager, Global Business 
Development, each made one official overseas trip for the same reason. 

Margot Myers, Manager, USPS TV & Photography, made three official trips 
to Europe to interface with the many reporters covering the Cycling Events 
and to report the team’s success to the many postal workers who follow 
the team. 
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Robert McKenna, Sales Specialist, made one trip to the Tour de France tor 
the same purpose. Additionally, as the coordinator of the Team, he 
interfaced with newspaper reporters covering the event. 

o) Were the costs of the Olympic Bicycling Team attributed to any particular 
products and services? If so, please provide the breakdown of the cost 
attribution. If not, how will these cost be recovered? 

Because the USPS Pro Cycling Team costs are not directly caused by the 
provision of a particular class of mail, the expenses are considered 
institutional and are not attributed to products. Institutional costs are 
recovered in the pricing process. 

36. Last year the Service reported that it completed with the NALC, and was in the 
process of finalizing with the APWU and NPMHU, the development of a joint 
contract interpretation manual. The Service believes that these manuals, as 
learned with the USPS-NALC Joint Contract Administration Manual (JCAM), 
serve to address and alleviate many local workplace stresses. 

a) Have the JCAM’s with the APWU and the NPMHU been finalized? If so, please 
provide, copies to the Subcommittee. In addition, please provide a copy of the 
USPS-NALC JCAM. If not, why not? 

The Joint Contract Interpretation Manual (JCIM) has not been finalized with 
the APWU. The parties agreed during negotiations in 1998 to produce the 
JCIM. The Postal Service completed its work on the initiative and, as 
agreed to, provided its draft version to the APWU for their input in June of 
1999. Despite repeated inquiries to the APWU on the status of its work on 
the project, to date, the APWU has foiled to respond and has not provided 
input. 

The Joint Contract Interpretation Manual (JCIM) with the NPMHU is close to 
being finalized. The Postal Service has completed its draft and the parties 
have agreed to all but 10 articles. We await the Mail Handlers’ response on 
those 10 articles. 

b) Please describe how the manuals were distributed and received by field 
personnel. As with the NALC manual have the APWU and NPMHU JCAM 
been useful in resolving issues at the local level? 

In June 1998, the Postal Service sent one copy of the USPS-NALC Joint 
Contract Administration Manual (JCAM) to each city delivery unit in our 
system. Additional copies were sent to each district and area Labor 
Relations Office. The JCAM was also made available electronically on the 
Labor Relations website on the Postal Service Intranet. Recently updated, 
the October 2000 JCAM is being given the same distribution. 
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37. The Postal Service faces significant challenges in the marketplace. In order to 
meet these challenges it is clear that the Service must improve labor relations. 
The National Leadership Team was developed to engage the unions and 
management associations in a dialogue on the strategic focus for success of 
the Postal Service. 

a) Please report on the accomplishments of the Team over the last year. 

Extensive discussions were held on the following topics during the past 
year: 

- Developing a shared strategic vision for the Postal Service 

- Legislative reform priorities 

- Financial performance 

- Growth goals and performance 

- Feedback from the October 2000 National Executive Conference 

- Update on recent legislative developments relating to the Postal 
Service 

b) Does the Team continue to meet each quarter? 

Yes 

c) Please provide a current National Leadership Team membership list 

The National Leadership Team includes all Postal Service officers and all 
union and management association presidents. (A recent list of officers 
and union/management association presidents is provided on the second 
page of the Postal Service's Five-Year Strategic Plan for FY 2001-2005.) 

d) Please provide the results of the Voice of the Employee (VOE) surveys by 
Performance Cluster. 

See attachment 

e) Based on the survey results or any other relevant indicators what Performance 
Clusters does the Service consider its most challenging in terms of 
improvement s in labor relations? Why does the Service believe these PC’s 
are particularly troublesome? What strategies will the Service implement in 
these PC’s to improve labor relations? 

This is partially answered by the ranking of PCs by index scores, but I 
assume the question means which PCs need to improve in “people 
management," rather than labor relations which deals directly with the union. 
I would say the bottom third based on index scores. Our Human Resources 
office will continue to work with each area to support them In going after 
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these problems by sharing best practices from top-performing PCs and 
giving them tools to implement. 

38. Last year you indicated that there are significantly fewer grievances received 
from the NRLCA than from the NALC and APWU. You described the backlog 
of grievances as “minimal”. 

a) To what do you attribute this? Is there something in the nature of the Rurai 
Carrier System, perhaps the compensation system and the general 
independence of carriers which tends to minimize the number of problems 
which generate grievances? 

It is true that there are significantly fewer grievances received from the 
NRLCA than from the NALC and the APWU, and this can be attributed to 
several factors. First, because the rural carrier craft compensation is 
based on an evaluated system in which overtime is built into the carrier's 
pay, there are few disputes regarding rural carrier pay or overtime which 
comprise a large number of grievances from the other two crafts. Second, 
unlike the APWU and the NALC, most rural carriers are employed in small 
rural post offices where there exists a "neighbor/family atmosphere.” Many 
of these employees do not file frivolous grievances because of the 
relationship that exists between management and the employee, but will 
seek innovative ways to resolve day to day problems. Last, the Postal 
Service and the officers of the NRLCA have maintained a cooperative 
working relationship over the years. This cooperative labor/management 
environment is fostered by the Quality of Work Life/Employee Involvement 
(QWL/EI) process, the primary vehicle for many joint activities and 
resolutions to problems experienced by the parties. 

b) What lessons can the Service learn from this experience, which might be 
applied to its contractual relationships with the letter carriers and clerks and 
mailhandlers? 

Because of the differences that exist between the crafts, such as work 
facilities, (small offices verses large plants), the compensation system and 
union philosophy, it would be difficult if not impossible to apply the same 
general principles regarding the grievances to the other major unions. 

39. Progressive organizations have adopted pay-for-performance systems to increase 
productivity, in the past the unions have showed no interest in pay-for- 
performance options. 

a) Is this still the case? Has the Postal Service formally presented any pay-for- 
performance proposals to any of the unions? If so, how were they received? 
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During the 1998 contract negotiations with the major Postal unions, a pay- 
for-performance proposal similar to our nonbargaining Variable Pay 
Program was rejected. A new pay-for-performance proposal has been 
proposed in the current negotiations with the APWU, Mail Handlers and 
Rural Carriers. 


40. Last year the Service reported on the functions and accomplishments of the 
National Workplace Environment Improvement (WEI) office. The office brings 
together the Employee Assistance Program and the crisis management and 
threat assessment efforts under the leadership and coordination of one office. 

a) Please update the Subcommittee on the activities of the WEi office. Does the 
Service beiieve the office is meeting its objectives and performing as intended? 

The Workplace Environment Improvement office is performing as intended 
to bring focus to the array of programs that affect the work environment. 
Regarding EAP, the joint committee with the major unions at the national 
level that oversees EAP has overcome some disputes over the last year 
and is currently productively engaged in improving the overall design and 
delivery of EAP services in advance of the expiration of the contracts with 
current vendors in fiscal year 2002. 

Regarding violence prevention efforts including threat assessment and 
crisis management, the office has fully cooperated with the Califano 
Commission and the Office of Inspector General in their reviews of these 
activities and is now focused on overseeing the implementation of the 
recommendations from both groups for improving programs. The office 
has also worked over the past year to ensure that all areas’ teams were In 
place and properly trained, and those efforts will continue. 

Finally, regarding the office’s responsibility to create, advocate, and 
disseminate tools that will lead to the effective, positive, productive 
management of people, it has been a key supporter of the field in providing 
guidance on meeting VOE survey improvement goals last year and this 
year. This effort will continue to involve disseminating best practices for 
use in the field and creation and implementation of new tools and methods 
for field use. Further, the office continues to use any opportunity to 
partner with functions and groups to drive improved people management. 
Examples include providing key staff support to a cntical program which 
focuses on effective, positive management of attendance; providing staff 
consultation to operations in an effort by major metro facilities to improve 
productivity; chairing a joint committee at the national level to review and 
resolve troubled worksites; and providing facilitation and intervention 
services to individual headquarters functions who needed them. 
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b) How has the management challenge impacted training to improve 
communication and the treatment of employees in the workplace If at all? 

We are not aware that the management challenge has directly impacted 
training requirements concerning communication and treatment of 
employees. Last year and again this year, there is a requirement to include 
at least four hours of training for bargaining and non-bargaining employees 
on subjects related to improving work relationships and communications. 

c) Has the Service continued or increased its training requirements of 20 hours for 
management levels 15 and above and 8 hours for management levels 14 and 
below and craft employees? 

The training requirements for employees have been continued for this year. 

41. The Subcommittee is interested in the status of the Service's training programs. 

a) You reported that the Associate Supervisor Program (ASP) was scheduled for 
a major update In the year 2000. Was the program updated as planned? If 
not, why not? How many employees participated in the program in FY2000? 

The revision of the ASP program was a major effort in FY 2000. The 
Processing and Distribution functional track was completely revised and 
piloted, and the completed materials were made available for distribution in 
September. The Bulk Mail Center functional track has been revised and 
piloted, and is scheduled for release in January 2001. The revision of the 
Customer Service functional track, which began in FY 2000, is nearing 
completion. The Retail segment of this track has been piloted, and the pilot 
of Delivery segment is scheduled for Q2 in FY 2001. A new safety course. 
Safety for Postal Leadership, has also been released to replace the prior 
safety module in the program. In addition, a new ASP Website, which 
conforms to new national requirements for access by the visually impaired, 
has been developed and is available on-line 

In FY 2000 there were 2080 employees completing the program. 

b) Please provide an update on the Advanced Leadership Program (ALP). How 
many employees graduated from the program in FY2000? 

During FY 2000 the Advanced Leadership Program continued preparing 
high potential managers for leadership roles in the future. The program 
was developed in response to a workforce analysis finding in 1997 that in 
three to five years, 40 to 50% of current postal executives would be eligible 
for retirement. To determine program effectiveness and value, an analysis 
of promotions to executive and non-executive positions was conducted in 
May of 2000. Of 1,253 ALP participants, 510 received promotions, a rate of 
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40%. Of those 510 promotions, 70 were to executive positions. Therefore, 
14% of all ALP promotions were to executive positions. A comparable 
analysis of 4,218 non-ALP participants determined 196 were to executive 
positions, or 5%. 

At the end of FY 2000, a total of 34 classes with approximately 42 students 
per class had entered the program. Approximately 1 ,420 participants have 
enrolled in the program. 155 participants not only completed weeks 1 
through 4, but also finished the formal education component of the 
program and were eligible to participate in graduation ceremonies in 
October of 2000. 

Program improvements include a new video describing the Executive 
Competency Model (on which the program is based), an updated 
Enrollment Guide and Web site; a new evening speaker series called 
Executive Chat; and the addition of two Postal Vice Presidents as regularly 
appearing ALP faculty. ALP was reviewed by the American Council on 
Education (ACE) and judged equal to 12 undergraduate college credits. As 
a result, ALP students pursuing college degrees will be able to apply their 
ALP experience towards those requirements. 

c) Has the Service continued the Career Management Program (CMP). If so, 
please provide an update on the program. How many employees graduated 
from the program in FY2000? 

The Career Management Program is nationally supported as a major ED 
program for the purpose of enabling leadership competencies in 
supervisors and managers. There are three programs within CMP; the 
General Supervisory Skills Training, Advanced Supervisory Skills Training, 
and Managerial Skills Training, The first two programs are targeted at, 
respectively, newer and more experienced supervisors. The third program 
is targeted towards those who manage supervisors. While there were some 
minor revisions to the General Supervisory Skills track of CMP, the content 
of this relatively new program was stable throughout the year. There were 
1400 employees who graduated from the program within the fiscal year. 

d) Please discuss the results of your review and any revisions you made to the 
maintenance courses offered at the National Center for Employee 
Development (NCED). 

The Curriculum 2000 (C2K) project, designed to revise and streamline the 
maintenance curriculum at NCED, came to final stage in FY2000. The effort 
included course reviews and revisions and culminated in the identification 
and development of a foundation, framework and introductory curriculum 
made up of activities students must complete prior to attending the 
technical lab-based courses at NCED. These learning activities consist of 
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self-study, computer assisted training, equipment walk-arounds and 
checklists to provide basic knowledge the employee needs to succeed in 
the highly technical hands-on courses at NCED. This at-home preparation 
will enable employees to become productive and increases employee 
understanding of the job requirements prior to formal training. Product 
Development and Evaluation (PD&E) is working with NCED to develop and 
implement this curriculum in the field. 

e) What was the result of your review and revisions to the Orientation for New 
Employees (ONE)? 

The March 1997 version of ONE took Orientation for New Employees from 
16 hours to 5 hours. This was necessitated by the need to place new-hires 
on the rolls and in their operations positions as soon as possible. Over a 
period of time, various functional departments saw a need to include, 
within ONE, a brief presentation apprising new hires of their agendas. This 
inclusion of functional information expanded the program to 8 hours. 

The January 2000 revision reduced the amount of extraneous information 
that had crept into the program and met the need for functional information 
that was missing from the original 1997 version. Additionally, it was the 
first Employee Development product to be introduced in its entirety on CD 
ROM (Facilitator Guide, Student Workbooks, PowerPoint Slides and Video 
Montage). The new 8-hour ONE was created to be more interactive and 
more of a welcome to the postal service than its predecessors. The postal 
field response has been overwhelmingly positive. 

Orientation for New Employees is the number one ordered product for 
Employee Development, with over 65,000 copies ordered in FYOO. In 
addition to CD ROM, it is also available on the Employee Development 
website. It can be downloaded from each of these resources. 

f) How many employees participated in the Bulk Maii Acceptance Unit (BMAU) 
training and Sales and Services Associates Training in FY2000? 

In Fiscal Year 2000, 313 employees completed BMAU training at NCED, 
Another 480 employees completed Standard Mail Classification training in 
field offices. Field Offices delivered Sales and Services Associates training 
to 6,082 employees during the fiscal year. 

g) Please describe how these training programs were integrated into the 
organizational support for the Service business and diversity goals. 

Postal sponsored training and development is designed to meet the 
technical and developmental needs for two categories of employees, 
management and craft. Diversity goals are supported through the 
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integration of diversity related subjects in training programs and emphasis 
on diversity awareness in the production of materials used for training 
programs. Support for service and business goals is achieved through the 
delivery of technical programs both in the field and at the National Center 
for Employee Development. 

The Associate Supervisor Program supports service and business goals 
through teaching functional skills for mail processing, bulk mail, and 
customer service functions. It also supports workplace environment and 
diversity goals through enabling competencies involving leadership 
communication and positive workforce management. Likewise the Career 
Management Program supports both business goals and a positive work 
environment by teaching appropriate leadership and communication skills. 
The Advanced Leadership Program focuses on high-level competencies 
that enable the organization to better prepare and position itself for change 
in the larger business environment. 

The Sales and Services Associates Training Program (SSA) supports retail 
operations by providing the Sales and Services Associates with the 
knowledge and skills to effectively and efficiently perform their retail 
responsibilities. The KSA’s that the Sales and Services Associates have 
acquired provide a basic working knowledge of customer relations and 
selling techniques, financial procedures and responsibilities, and postal 
products and services. 

The newly acquired KSA’s are aligned with improving Retail Operation’s 
goals through improving scores on Retail’s major programs such as Ease 
of Use (EOU), Mystery Shopper, Plan For Retail Operation (PROP), and 
Retail Unit Proficiency (RUP). 

Similarly, the BMAU supports business and service goals by addressing 
sales and retail competencies in the area of bulk mail acceptance. Bulk 
mail acceptance training gives employees the skills to ensure that mailings 
are charged at the proper rate, thereby protecting revenue. 

h) For each of the program described above please provide, if available, the 
number of graduates or participants broken down between minorities and 
others, and women and others (i.e. - men). 


ORIENTATION FOR NEW EMPLOYEES (CAREER) 

Female 

Male 

j Unknown 

Total 

9,886 

12,232 

! 9,627 

31,745 


ORIENTATION FOR NEW EMPLOYEES (CAREER) 
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Amer Ind/Ala 
Nat 1 

Asian 
Pac Isl 

Black 

Hispanic 

r 

White 

Unk 

Total 

162 1 

2,286 

5,517 

2,182 

11,970 

9,628 

31,745 


ORIENTATION FOR NEW EMPLOYEES (NON 
CAREER) 


Female 

Male 

Unknown 

Total 

11,780 

8,061 

25,261 

45,102 


ORIENTATION FOR NEW EMPLOYEES (NON-CAREER) 

Amer Ind/Ala 
Nat 

Asian Pac 
Isl 

Black 

Hispanic 

White 

Unk 

Total 

195 

1,108 

5,494 

1,695 

11,348 

25,262 

45,102 


ASSOCIATE SUPERVISOR PROGRAM 

Female 

Male 

Total 

860 

1,220 

2,080 


ASSOCIATE SUPERVISOR PROGRAM 

Amer Ind/Ala 
Nat 

Asian 
Pac Isl 

Black 

Hispanic 

White 

Total 

12 

147 

647 

219 

1,055 

2,080 


CAREER MANAGEMENT PROGRAM 



Female 

Male 

Unknow 

n 

Total 

Gen Sup 
Skills 

90 

107 

2 

199 

Adv Sup 
Skills 

307 

383 

3 

693 

Manaq Skills 

194 

312 

2 

508 

Total 

591 

802 

7 

1,400 


CAREER MANAGEMENT PROGRAM 


52 
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Amer 

Ind/Ala 

Nat 

Asian 
Pac Isl 

Black 

Hispanic 

White 

Unknow 

n 

Total 

Gen Sup 
Skills 

2 

4 

87 

10 

94 

2 

199 

Adv Sup 
Skills 

5 

25 

317 

56 

287 

3 

693 

Manag 

Skills 

2 

22 

147 

52 

283 

2 

508 

Total 

9 

51 

551 

118 

664 

7 

1,400 


ADVANCED LEADERSHIP PROGRAM 


Female 

Male 

Unknown 

Total 

Week 1 

128 

255 

4 

387 

Week 2 

114 

234 

5 

353 

Week 3 

132 

283 

5 

420 

Week 4 

173 

396 

7 

576 

Total 

547 1,168 

21 

1,736* 


ADVANCED LEADERSHIP PROGRAM 



Amer Ind/Ala 
Nat 

Asian Pac 
Isl 

Black 

Hispanic 

White 

Unknow 

n 

Total 

Week 1 

4 

13 

75 

23 

268 

4 

387 

Week 2 

5 

10 

63 

20 

250 

5 

353 

Week 3 

8 

16 

73 

33 

285 

5 

420 

Week 4 

6 

21 

98 

45 

399 

7 

576 

Total 

23 

60 

309 

121 

1,202 

21 

1,736 

* 


’Represents total number of class completions within the FY, not unique 
individuals 
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42. A federal judge has recently granted Emery Worldwide Airlines request for a 
summary Judgment in a lawsuit filed against the Service. The agreed with 
Emery’s interpretation of a contract agreement on pricing for transportation 
and sortation of Priority Mail. He gave the Postal Service until October 12 to 
comply with the contract. The Service must respond to the company's 
specific pricing proposal proffered back in February 8. 

a) What will be the additional cost to the Service to comply with the judge’s order 
for 1999 and 2000? 

The court made two rulings relevant to this inquiry. First, it found that the 
Postal Service was obligated to pay Emery a reasonable and material 
provisional rate increase, under the contract, until such time as the parties 
finish renegotiating the fixed price rate. To comply with that ruling, on 
October 4, 2000, the Postal Service paid to Emery the sum of $102.1 million 
attributable to provisional rates that were payable duririg calendar year 
1999 through September 8, 2000. In addition, the Postal Service is paying a 
provisional rate to Emery through the end of calendar year 2000 starting 
with September 9 at an increase amounting to approximately $12 million. 

Second, the court found that the Postal Service must respond within 45 
days of its decision (by October 10, 2000) to Emery’s February 1, 1999 price 
redetermination proposal. On October 10, the Postal Service responded 
stating that due to deficiencies in Emery’s accounting systems, an ongoing 
audit of Emery’s costs by the Defense Contract Accounting Agency has yet 
to be completed; but that when it is completed, it will assist the Postal 
Service in establishing some basis fora substantive response. 

Accordingly, there is no basis at this time to conclude whether the 
provisional rate payments will be large enough to compensate Emery for 
1999 and 2000 or whether the provisional rate is too large and thus money 
must be recovered from Emery for overpayment. 

b) What impact will these additional costs have on the Priority Mail rates? Will 
these additional costs be provided to the Postal Rate Commission so that 
they can be incorporated into the record? 

For a number of reasons, the additional costs have no impact on the 
Priority Mail rates recommended by the Postal Rate Commission. It must 
be noted at the outset that the evidentiary record in the pending omnibus 
rate case. Docket No. R2000-1, was closed by the Commission on 
September 8, 2000, to allow the Commission sufficient tifne to prepare its 
rate recommendations. Thus, there was no time to supplement the record 
to reflect the court decision. Also, the amounts of the additional costs to 
be attributed to specific classes of mail in specific time periods is a matter 
of accounting treatment that has not yet been resolved. 


54 



247 


43. Last year Airborne began to offer Airbome@Home a service that utilized the 
Services drop ship package rates for delivery. 

a) What special arrangements, if any has the Sen/ice established to handle 
Airborne@Home packages? If so, please provide all administrative, 
marketing and operating costs associated with the Service’s arrangement 
with Airborne. 

No special arrangements were made to handle Airborne@Home packages. 

b) Did the Service form a strategic alliance with Airborne to facilitate the delivery 
of Airborne@Home packages? 

There was no strategic alliance formed with Airborne. There was a basic 
mailing agreement that outlined how the mail was to be accepted, 
processed and delivered. The mailing agreement is no different from one 
that would be prepared for a similar customer. Simply put, Airborne took 
advantage of an excellent cost efficient opportunity to get their packages 
delivered in a timely manner, an opportunity avaiiable to all. 

44. At least one postal analyst has said that Airborne® Home “isn't working out 
for the Postal Service." 

a) If the Service is simply offering a published rate to Airborne and assuming the 
Service has not made any special arrangements to handle such pieces, what 
do you think the analyst means by “not working out”? 

Vie believe that AirbomefS.Home is working out. At the program’s launch, 
there were scattered reports of start-up problems with mail acceptance at 
various Postal facilities. Those types of problems are typical when new 
customers first begin to work with the Postal Service. 

b) What was the volume, cost, revenue and volume of Airborne@Home 
delivered by the Service in FY1999 and 2000? 

Out of deference to customers’ concerns for confidential treatment of their 
private business affairs, and our own concern for proprietary information 
the disclosure of which would be of value to firms in economic competition 
with the Postal Service, we do not publish such statistics broken down by 
individual customer. On the question of cost to the Postal Service, since 
Airborne@Home is a delivery product only, there are ho specific costs 
associated with it. The cost of delivery should be the same as for any other 
package product. 
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c) What were the revenue, volume and/or contribution goals for 

Airborne@Home and did the Service meet those goals for FY1999 and 
FY2000? 

Since Airborne considered this to be a market test untii the beginning of 
2000, Airborne@Home’s volume/revenue was not isolated for FY 1999. In 
addition, no contribution goals were set but total revenue to the Postal 
Service through September 2000 has exceeded $5 million. 

45. As you are aware, H.R. 4437, the bill granting the Service the authority to 
issue semipostal stamps, passed with unanimous support of Members in both 
the House and the Senate. It is now Public Law 106-253. The law gives the 
Postal Service a great deal of discretion and flexibility in issuing regulations 
and semipostal stamps. There is a certain amount of anticipation and anxiety 
among those promoting semipostal stamps that the Postal Service should 
proceed expeditiously towards this goal, and there are many who have 
indicated their interest in working with the Postal Service in seeing that Public 
Law 106-253 comes to fruition. There is reasonable expectation that the 
Postal Service will act expeditiously to put the necessary regulations in place 
and have them open to public comment even if the first semipostal stamp is 
not issued soon thereafter. 

a) What are your plans or timeline for issuing the semipostal regulations? 

The Postal Service plans to publish regulations under Public Law No. 106- 
253 in the Federal Register by January 29, 2001 . 

b) How often does the Service plan to issue new semipostals? Will more than 
one semipostal be offered for sale at the same time? 

Under the current proposal, the Postal Service plan is to issue semipostals 
every two years, beginning sometime after July 29, 2002, which is the date 
that the Breast Cancer Research semipostal sales period ends. Only one 
semipostal will be offered for sale at a time. 

c) In your study of commemorative stamps, what is the rate of retention that you 
can document? 

In a national poll of 10,000 Americans, we found that 15.8% of American 
households collect stamps for non-mailing purposes. However we cannot 
quantify the retention rate of stamps collected. For any commemorative 
stamp, we measure the number of stamps saved as a percentage of stamps 
bought and refer to this as the "savings rate". 

d) What types of commemorative stamps are retained more than others? 
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Popular stamps to save include those on topics related to entertainment, 
history, the miiitary, space expioration, and geography. Aiso, any stamps 
that are soid as a series or in a multiple format tend to have high retention. 

e) So far there has been just one semipostal stamp issued by the Postal 
Service. What ivas the estimated retention rate for the breast cancer stamp 
up until July 29, 2000? 

Sociai awareness stamps such as the Breast Cancer Research stamps are 
not measured, it is Postai Service policy that these types of stamps not be 
measured for retention revenue purposes. 

f) The Breast Cancer Research Semipostal raised about $15 million for 
research during its first two years of sales. Will that become the benchmark 
for future semipostals? If not, what are your expecta tions for future 
semipostal sales? 

The benchmark for future semipostals will not be $15.7 million. Semipostal 
sales will depend on the popularity of the subject, how the cause directiy or 
indirectiy affects the individuai purchaser as weli as the ievei of pubiicity, 
advertising and promotionai support. We cannot ensure that future 
semipostais wiii receive the same Ievei of unified voiuntary support and 
promotion from communities and individuais throughout the nation as the 
Breast Cancer Research Semipostai. We expect as more semipostais are 
issued, the pubiic's need to support these stamps might deciine. 

g) If a semipostal stamp does not cover its costs in the future, how does the 
Service plan to recoup its costs? What are the chances of this happening? 

If the Service were to issue a semipostal stamp that does not generate 
sufficient surcharge revenue to cover its costs, the Service wouid be 
required by the Semipostai Authorization Act to recover the fuli costs 
incurred in producing and seliing the stamp, in theory, up to the fuii 
amount of the revenue generated by the surcharge. The success of the 
Breast Cancer Research Stamp notwithstanding, it is possibie that other 
semipostai issues in the future may not be neariy as weil received by the 
pubiic. We cannot project the iikelihood of revenues faiiing short of costs, 
but this wiii be minimized by issuing semipostai stamps oniy for causes 
that have substantiai and widespread public support 

h) The Service has stated that it will not recoup at! training and reprogramming 
costs generated by the Breast Cancer Stamp. Why is this the case? Aren’t 
postal rate payers being forced to contribute to breast cancer research? 

The Service considers that the approximately $612,000 in training costs in 
question represent costs that we routineiy incur whenever we introduce a 
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new retail product that must be accounted for in a different manner and 
employees must be advised of new procedures. Such costs, among many 
others, are already factored into and are covered by the 33-cent First-Class 
postage rate (portion of the Breast Cancer Stamp) and therefore are not 
among the incremental costs that need to be recovered separately from the 
surcharge revenue. Concerning the recovery of the reprogramming costs 
for retail window automation devices to accommodate sale of the stamp, 
the Service determined that the automated download to reprogram the 
devices did not work properly and they had to be reprogrammed manually. 
The Service does not consider it appropriate that the entire cost for the 
manual download be recovered from the stamp surcharge. As a 
reasonable compromise, it was decided that one-half of the reprogramming 
cost would be charged to the Breast Cancer Stamp and the other half borne 
by the Service. As with any other First-Class postage stamp, the Breast 
Cancer Stamp's contribution on a per-unit basis to the institutional (i.e. 
overhead) costs of the Service is significant. The relatively minor costs 
generated by the Breast Cancer Stamp, such as these reprogramming 
costs, that are not charged against the surcharge revenue are more than 
covered by the stamp's contribution. Thus, it is clear that there is no 
cross-subsidization of the stamp’s costs by other rate payers. There are no 
involuntary contributions to breast cancer research by the public - only 
voluntary contributions through purchases of the Breast Cancer Research 
Stamp. 

46. The Chairman has received an inquiry as to why there has never been a 
commemorative stamp issued honoring the Foreign Service, FBI or CIA. 

a) Have such stamps ever been considered by the Citizens' Stamp Advisory 
Committee? if so, are such stamps currently under consideration? 

The essential criteria used by the Citizens' Stamp Advisory Committee 
have been in place since the early 1970s. One provision of the criteria 
states that "stamps or stationery items shall not be issued to honor cities, 
towns, municipalities, counties, primary or secondary schools, hospitals, 
libraries, or similar institutions. Due to the limitations placed on annual 
postal programs and the vast number of such locales, organizations, and 
institutions in existence, it would be difficult to single out any one for 
commemoration." 

Due to the small number of stamps issued each year and the current 
criteria, stamps have not been produced commemorating Federal agencies. 
However, the Committee did review the nomination of the Central 
Intelligence Agency (CIA) for commemoration. Currently, there are no 
Federal agencies under consideration for recognition in future stamp 
issuances. 


58 



251 


Our own United States Postal Inspection Service, the oldest federal law 
enforcement agency, has not been the subject of its own stamp. 

47. in its June 22 comments on OSHA’s proposed ergonomic standard the 
Service stated that there is every reason to beiieve that the cost of 
compliance, in orders of magnitude, will be as significant as the Service’s 
main competitors predict. UPS predicts compliance would cost at least $19 
billion in the first year and $4 billion annually in subsequent years. FedEx 
estimates that the cost of compliance will be $20 billion for the first ten years. 

a) Please provide the Service’s best estimate for the cost of compliance. 

b) Considering the conflicting mandates in the law that such costs cannot be 
recovered from rates and that the Service’s must break even, does the 
Service anticipate that it will ask Congress for an appropriation to cover the 
cost of OSHA ergonomic regulations. 

Considering the subjective nature of the proposed rule and the anticipated 
inconsistencies in interpretation and enforcement should it become final, 
we have no reason to doubt the cost estimates developed by FedEx and 
United Parcel Service. 

The Postal Service, like many general industry employers, has had 
considerable difficulty in evaluating how the standard would affect its 
operations. One of the main reasons for this is that the key terms of the 
proposed ergonomics rule are extremely vague and ambiguous. OSHA 
defends the lack of specificity on the basis that its goal is to afford 
employers the flexibility of a “performance based” standard. Even if 
employers accept that OSHA would enforce the standard as such, and not 
allow its compliance officers to enforce the standard as a post hoc 
specification standard, the “performance criteria” are so vague that an 
employer can never know when it has met its obligations. These 
ambiguities permeate the core provisions of the standard and have been 
extensively challenged by general industry, particularly by the 
manufacturing and manual handling employers. 

For the aforementioned reasons, and the strong likelihood that the rule will 
require considerably more work and significant changes before it can be 
finalized, it is too soon to quantify the economic impact or to determine the 
appropriateness for an appropriation from Congress. 

Further complicating this complex issue is the secrecy with which work on 
the proposed rule has proceeded. To our knowledge, no one has 
effectively responded to the multitude of industry concerns which were 
evident during the public hearings and in the content of industry comments 
in response to the proposed rule. 
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As previously indicated, notwithstanding the potential for promulgation of 
a final ergonomics rule, the Postal Service is committed to providing safe 
and healthful working conditions and has incorporated ergonomics 
considerations Into its systems and operations. 

48. The Subcommittee has received reports that employees participating in the 
joint Department of Labor/Postal Service rehabilitation program are 
sometimes inappropriately pressured to return to regular duty. 

a) Please describe the rehabilitation program. 

From December 1978 to May 1979, the Department of Labor, Office of 
Workers’ Compensation Programs and the Postal Service conducted a pilot 
program for the rehabilitation of injured workers through reemployment. 
From that pilot program, procedures and forms were developed that 
provided the basis for guidelines issued in October 1979 and subsequently 
incorporated into Handbook EL-505, Chapter 11, Rehabilitation Program. 
The joint rehabilitation program was developed to fulfill the Postal 
Service’s obligation to provide gainful employment within an injured 
employee’s medically defined restrictions. 

To be eligible for participation in the rehabilitation program, the employee 
must meet the following criteria: 

• An approved claim on file with OWCP 

• A job-related, permanent partial disability documented by medical 
evidence 

■ Receiving or eligible to receive compensation payments for 
disability 

b) What are the procedures and criteria used to facilitate the return of disabled 
employees to regular duty? 

To facilitate returning an injured employee to suitable employment, we 
monitor the employee’s medical progress and duty status by obtaining 
periodic medical reports from the employee’s treating physician. Injured 
employees who are not totally disabled but who are not able to return to 
their regular assignment are accommodated in temporary limited duty 
assignments within their medical restrictions pending their full recovery 
and ability to return to regular duty. 

49. The Subcommittee has received reports that post office personnel in 
response to customer inquiry regarding misdeliveries are recited a litany of 
excuses such as "the carrier is out on the street,” "the mail is heavy,” “it’s 
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vacation time” or “a number of people are out sick,” Customers are tired of 
hearing excuses and are looking for results. 

a) What procedures are used to correct misdeliveries the day that they occur? 
is the carrier sent back on the street to coilect the misdelivered mail and 
delivery it to the correct address? 

Generally, misdeliveries are handled in the following manner: 

1 . If a misdelivery is noticed by the customer and the letter carrier is still 
visible, the carrier is normally made aware of the error immediately and 
proper delivery is made if the piece is on the same street or if the 
intended address has not yet been delivered. Local policy may dictate 
that any misdelivered piece be delivered that day; however, these local 
policies vary. 

2. If a misdelivery occurs and the letter carrier is not visible to the 
customer, the mail is usually returned to the post office by having the 
customer place the misdelivered piece back in the mailbox or collection 
box. Proper delivery will then be made the following day. 

b) What procedure is used to prevent chronic misdeliveries? What feedback 
mechanism is in place for carriers to inform mail processing that perhaps the 
walk sequence sort routine software is misprogrammed? What corrective 
measures does the delivery supervisor have to monitor and correct carrier 
misdeliveries when mail is hand sorted by either the carrier or a router? 

Supervisors will conduct address management street reviews ensuring that 
all addresses contain proper numbering and directional such as “Court,” 
“Lane,” “Way,” etc. Any corrections necessary are fed back to mailers in 
order that proper addressing may be accomplished. Delivery supervisors 
are required to perform periodic quality casing checks on letter carriers 
where they pull random mail from the letter carrier case and check it 
against the address cell on the case. As a final quality check, city letter 
carriers are required to “finger” through the mail before delivery in an effort 
to prevent misdeliveries. 

A feedback mechanism is in place to inform mail processing of walk 
sequence sort plan errors. Once delivery point sequence (DPS) mail goes 
directly to the street, any errors encountered by the letter carrier are 
reported to the supervisor and these errors are reviewed to determine the 
cause. If changes in the sort plan are needed a delivery supervisor may 
communicate them electronically, using an editor located oh the Delivery 
Unit Computer, to the processing unit through a system called the Station 
Input Editor. 
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On a broader scale, the USPS has also implemented a customer diagnostic 
feedback tool that identifies various types of misdelivery that may occur for 
all classes of mail. This tool was piloted at the national level and then 
implemented at the local level during FY2000. This tool, combined with 
feedback from our customer satisfaction survey data and other consumer 
feedback mechanisms, provides actionable data at the field level. Process 
improvement activities Were implemented during FY2000 to address 
several aspects of misdelivery. We have made some progress and we will 
be in a position to provide more specifics about misdelivery improvements 
next year. 

c) What training do personnel have on customer communications? Is there any 
discussion with regard to explaining the source of problems to the customer 
beyond excuse making? Are postal employees encouraged to make amends 
for a service failure through a “customer compensating event” to re-establish 
customer satisfaction? 

Communications training is available for supervisors and may be credited 
towards their required training hours for the year. There is also a specific 
course on communications with customers for Sales and Services 
Associates. There is no national program that encourages local managers 
to compensate customers directly or via a “customer compensating event” 
for service failures. 

50.The Subcommittee has received reports that rural carriers can request that 
their route not be counted. Despite their request route are nonetheless, as 
the Subcommittee at the suggestion of union officials. 

a) Please explain the procedures and rights of rural carriers to opt in or out of a 
route mail count Who, either in the union or in management or both, has 
veto power over the carrier's choice? 

As part of the contractually required national mail counts conducted in 
September 1999 and September 2000, postmasters/managers and regular 
rural carriers were given an opportunity to elect to have their mail routes 
counted. In June of each year, the regular carrier and their 
postmaster/manager were given an opportunity to elect to count or not 
count. If either party elected a count, the count was scheduled in 
September. This scheduled count could not be cancelled without the 
mutual consent of the two parties. If both parties elected not to count, a 
count was not scheduled in September. This election could not be 
changed. Vacant and auxiliary route counts were contractually required in 
September 2000. In September 1999, vacant and auxiliary rdute counts 
were conducted at management’s discretion. 
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Union officials have no authority to override the postmaster’s or carrier's 
request to count or not count barring a clear contractual violation on 
management’s part. 

b) What percentage of rural routes were counted in FY1 999 and FY2000? How 
many of these counts resulted in downsizing and upgrading the route? 

In the September 1999 national mail count, 25.3 percent of all rural routes 
did not count. This would indicate that there was a mutual agreement 
between the postmaster/manager and carrier not to conduct that mail 
count. Of the 74.7 percent of the routes that elected to count, 47.4 percent 
increased their hours, 15.0 percent stayed the same, and 12.3 percent lost 
some evaluated time. 

In the September 2000 national mail count, 27.8 percent of all rural routes 
did not count. Again, this would indicate that there was a mutual 
agreement between the postmaster/manager and carrier not to conduct 
that mail count. Of the 72.2 percent of the routes that elected to count, 19.9 
percent increased their hours, 36.9 percent stayed the same, and 15.4 
percent lost some evaluated time. 

51 . in the debate over postal reform United Parcel Service expressed serious 
concern that the Service is abusing its monopoly position. Eiaborate 
materials attacking the Service were distributed to members of Congress. 

Included in those materials was a CD entitled: "What the Postal Service 
Doesn't Want You to Know." In addition, there was a 16-page booklet that 
compared the Postal Service to the CIA. 

a) Has the Postal Service seen the aforementioned information? If so, in order ' 
to clarify the record, please summarize and respond to the charges made in 
these materials. 

Yes, the Postal Service has seen the “brown box” and addresses each 
charge below. 

UPS RHETORIC: The Postal Service cross-subsidizes, using monopoly 
revenues to undercut prices for competitive services. 

REALITY: It’s simply not true. The Postal Rate Commission , the USPS 

Inspector General , and the General Accounting Office, and the U.S. 
Courts of Appeals have all investigated this claim and found it not 
to be correct. 


Background 
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■ The Postal Reorganization Act, passed by Congress in 1970, makes it 
illegal to cross-subsidize. The Postal Rate Commission carefully 
studies postal costs and finances to make sure the law is upheld. 

UPS RHETORIC: The Postal Service has an unfair competitive advantage 
because it pays no local, state, or federal taxes; does not register or 
license vehicles; pays no road-use fees or parking tickets; does not collect 
or remit sales taxes; and is exempt from local zoning laws. 

REALITY: Our advantages save us millions . Our public service responsibilities 
and restrictions cost us billions . No private company wants to trade 
places with us. 


Background 

• The Postal Service alone must foot the multi-billion dollar bill 
for maintaining a massive , unparalleled national infrastructure . 

• The Postal Service is required by law to make regularly scheduled 
collections and deliveries to each American address. 

• Six-days-a-week, more than 300,000 letter carriers (more than the 
total domestic workforce of UPS) deliver 630 million pieces of mail 
to 130 million locations . 

• To ensure universal access, the Postal Service staffs nearly 40,000 post offices 
nationwide. More than 17.000 of these offices are located in sparsely 
populated areas and do not (and probably will never) cover their costs. 

• The Postal Service cannot pick and choose its customers iike UPS can. 

UPS charges an extra $1 for each residential delivery and an extra $2 for 
each rural delivery. UPS also claims to connect “98 percent of all the 
residential doorsteps in the country” and “99 percent of ail the businesses.” 
That means it fails to serve about two million households and 170.000 small 
businesses . 

• UPS doesn’t have to pay the more than $800 million it takes to fund the 
Postal Inspection Service; an independent Inspector General; the Postal 
Rate Commission; a national, up-to-date database of every address; and 
free forwarding costs for the 42 million address changes each year. 

• UPS has freedoms and flexibilities the Postal Service does not. 

• The Postal Service cannot grant volume or seasonal discounts. UPS can. 
Virtually all UPS has to do to win a huge contract is underbid our published 
rate schedules. This is a huge advantage. 
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• UPS can change prices up or down overnight . The Postal Service has to 
spend thousands of hours (and millions of dollars) preparing and defending 
rate cases and many months awaiting a decision before it can even 
implement them. 

• The Postal Service is constrained by a host of laws and government 
regulations. Agencies like the Office of Personnel Management, 

the Department of Treasury, the Department of Labor, the Department of 
Justice, and the Department of T ransportation all have a say in how the Postal 
Service does business, 

• The Postal Service does pay real estate taxes (about $100 million on leased 
facilities last year). It does follow local zoning laws in nearly every situation. 

It does pay the licensing fees for the 100,000 rural carriers who use their own 
vehicles on their routes. 

• Despite all the rhetoric, no competitor would give up its private sector 
flexibility and freedom to assume the Postal Service’s “advantages.” 

UPS RHETORIC: The Postal Service has no oversight and is accountable 

to no one. 

REALITY: Actually, the opposite is true. The Postal Service operates in a 
fishbowl. We must answer to Congress , the Board of Governors , 
the Postal Rate Commission , the General Accounting Office , the 
Inspector General , and millions of vocal, involved customers . 


Background 

• Years ago, politics played a large part in how the Post Office 

Department was run. In the 1960s, mail service deteriorated and the 
Post Office nearly collapsed from years of neglect. In 1971, Congress 
required the Postal Service to be self-supporting and gave postal 
management the authority to direct its own operations. Thanks to these 
far-reaching changes, the Postal Service is now much more efficient 
and customer-focused. 

■ The Postal Reorganization Act carefully balanced these freedoms with 
unique and substantial forms of oversight and accountability. 

■ By law, the Postal Service must answer to two committees in the House and 
two committees in the Senate . This alone represents substantial oversight. 

■ The nine Governors , appointed by the President and confirmed by the Senate, 
direct the Postal Service. Their major responsibilities include 
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setting postage rates, appointing the Postmaster General, and approving 
all large expenditures. 

■ The Postal Rate Commission , whose five members are also presidential 
appointees, recommends postage rates and classification changes to the 
Governors. Of all the postal administrations in the world, only the United 
States Postal Service has a separate federal agency overseeing its rates 
and mail classifications. 

• A host of other government agencies - from the Office of Personnel 
Management to the Treasury Department - regulate us in some fashion. 

■ The Postal Service, a government institution that touches the lives of 
every American, faces more public scrutiny than perhaps any other 
organization in the nation. 

- Customers and local communities have a significant voice in how the Postal 
Service does business. Mailers actively work with postal managers and 
employees and exert considerable influence on postal operations. 

-- The Postal Service is subject to nearly constant review by the General 
Accounting Office, the USPS Inspector General, and a host of public and 
private coalitions. 

UPS RHETORIC: The Postal Service keeps secrets, deliberately hiding financial 
and product information. 

REALITY: No organization in America is forced to divulge more commercially 
sensitive information than the Postal Service. UPS is the one with 
something to hide . It wants open access to our business while it 
carefully guards its own trade secrets. That way, it will be even easier to 
Increase its virtual monopoly on the parcel market. 


Background 

• The Postal Service is forced to reveal extensive information about its 
products and services during rate-proceedings and oversight by 
Congress, the Governors, the GAO, and other watchdogs. We must 
provide commercially sensitive information about new products even 
before we launch them . What private company does the same? 

• To support a rate case, we give the Postal Rate Commission reams 
upon reams of costing and operational information. 

■ Competitors like UPS would like us to share every scrap of information. 
In fact, UPS regularly intervenes in rate proceedings and takes 
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advantage of every opportunity to gain data through interrogatories. Its 
goal is not to help America but to increase its own near monopoly on 
parcels. 


UPS RHETORIC; Only the Postal Service sets postage rates. No one can 
stop it from charging whatever it likes. 

REALITY: It took us nearly two years to change the price of a stamp by 
one penny. Since 1995, UPS has raised its prices a total of 15- 
20 percent and made nearly S5 billion . 


Background 

• The Postal Service is a lot like any other enterprise that wants to stay 
strong in a highly competitive world. We’re doing everything we can to 
keep our rate increases to a bare minimum. In fact, our last price 
adjustment, the first in four years, averaged just 2.9 percent , less than 
one third the rate of inflation. 

• Postal management doesn’t set postage rates. The nine presidentially- 
appointed Governors do. The Postal Service has to ask the Governors’ 
permission just to file for new rates with the Postal Rate Commission. 

• In all but the rarest of circumstances, the Governors must adopt rates 
exactly as received from the Postal Rate Commission, an independent 
federal agency. The PRC is an expert body that spends as much as a 
year reviewing costing and financial data and hearing evidence and 
opinions from every interested party (Including competitors). 

• The process also makes it difficult to overturn a PRC decision. By law, 
the Governors can modify PRC decisions only by unanimous vote and 
only if they find that revenues would not cover costs. In 29 years, this 
has only happened once in a major rate case. Even then, the 
Governors’ changes had to be accepted by a court. 


UPS RHETORIC: The Postal Service sets the prices of its competitors, 
forcing private companies to charge twice as much as the Postal Service 
for two-day letter delivery. 

REALITY: UPS charges whatever they think they can get awav with . That 
includes surcharges and steep prices with plenty of profit 
margin. In fact, once the Postal Service started advertising its 
prices for two-day delivery, UPS suddenly lowered theirs. 
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Service began to make prices known publicly through advertising that 
the private sector prices began to come down. 

• The bottom line is this: a limited monopoly that protects our public 
service responsibilities to the nation is working. Any further change 
would need to result from comprehensive reform and not unilateral 
Postal Service concessions that would enable private firms to pick the 
low hanging fruit of the nation's mail and jeopardize universal service to 
every American. 


UPS RHETORIC: The Postal Service offers services already provided by 
the private sector, forcing small businesses to close. 

REALITY: The Postal Service was here first. Now, it’s our business 
that’s being seriously eroded by aggressive shipping and 
express businesses, commercial retail operators, even foreign 
posts. 


Background 

■ The Postal Service - not its competitors - was the first to create a 
national parcel post system, offer expedited products, and provide 
postal retail services. Thanks to our competitors’ many marketplace 
advantages, we have long since lost the dominant market share in key 
competitive markets. 

■ Few, if any, small businesses have closed because of the Postal 
Service’s recent success. In fact, the communications marketplace is 
booming . 

• UPS has posted profits of nearly S5 billion in the last four years and 
managed to grow its business several billion dollars despite annual 
price increases of 3-4 percent. 

■ FedEx has bought several key competitors, formed a $16 billion holding 
company called FDX, and seen its stock price more than double in the 
past three years. 

■ The Internet is fueling a golden age for package and express deliveries 
and the industry that supports it. In the twenty-first century, there will 
be plenty of room for everyone. 

b) How do you respond to charges from UPS that the Service uses its monopoly 
“as a club against the private sector?” 
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Allegations that the Postal Service uses its monopoly "as a club against 
the private sector" are false. Under the provisions of the Postal 
Reorganization Act, Postal Service proposed rates and fees for all mail 
products and services are subject to a lengthy examination through an 
open hearing process before the Postal Rate Commission. The United 
Parcel Service is an active participant in this process and has 
demonstrated an ability to protect UPS's commercial interests. The PRC 
ratemaking process ensures that (1) the rates and fees for all products 
cover their attributable costs and (2) no cross-subsidization occurs. 
Therefore, the Postal Service cannot be viewed as competing unfairly 
through inappropriate pricing with private sector service providers. 

The Postal Service provides a vital service for millions of Americans who 
live in rural or remote areas of the United States where private sector 
service providers such as UPS find no advantage to provide service or else 
charge significant surcharges to those customers. Under its universal 
service mandate, the Postal Service bears the burden of serving these 
customers, regardless of cost, at the same reasonable rates as are charged 
any other customer. 

52. United Parcel Service successfully lobbied a number of state legislatures to 
pass resolutions calling on Congress to rein in the Postal Service's 
"monopoly." 

a) What impact if any, have these resolutions had on the Service? Have any of 
these state resolutions led to actions or prohibitions, which interfered in any 
way with the ability of the Service to provide honest and efficient mail service 
to the country? 

To date, some 15 state legislatures have considered 26 separate versions 
of the resolution. Resolutions have been adopted in seven states. The 
resolutions themselves have had no direct impact on the Postal Service's 
ability to fulfill its statutory obligation to provide postal services "to bind 
the Nation together." Still, the Postal Service is concerned that the 
resolutions perpetuate misrepresentations about postal operations and 
may lead state officials, and their constituents, to form inaccurate views of 
the Nation's mail system. 

b) What initiatives has the Service undertaken to keep legislators informed as to 
the nature and scope of the Postal Service’s commercial and public service 
activities? 

The Postal Service is carefully tracking and monitoring the progress of the 
sponsored resolutions. Postal Headquarters works closely with local 
postal officials to help ensure state legislators have access to accurate 
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information about the Postal Service and its statutory obligations and 
activities, and to respond to any questions they might have. 

53. Concerns have been raised regarding cost accounting and the financial 
performance of e-commerce products. The Service has testified that it has 
made some improvements in its cost accounting for e-commerce products. 
Governor Rider testified that e-commerce products will individually cover their 
cost. 

a) Please describe the cost accounting systems that will be used to identify the 
cost for each e-commerce product and service. 

We identify the cost for each e-commerce product and service using cost 
information from our current accounting system (the Postal Service 
Financial Reporting System). This data is supplemented by transaction 
data supplied by our vendors, when appropriate. We now assign individual 
finance numbers or separate General Ledger Accounts so that costs can 
be tracked by eCommerce product. 

In the future, if part of the product cost results from use of postal labor, we 
would use our existing DSPS product costing systems (e.g., the In-Office 
Cost System) to provide data. 

b) Will the cost accounting system capture the attributable and incremental costs 
for each e-commerce product? 

Our General Ledger System does not explicitly report attributable and 
incremental costs for any products. As discussed in Question 5(c), this 
fiscal year, we have initiated a study to develop a method for measuring 
attributable and incremental costs. 

c) How many customers have signed on to the E-BiilPay service? If possible, 
please indicate how many of those customers are postal employees. 

d) How many bills have been presented through the E-BillPay service? 

e) How many bills have been paid through the E-BillPay service? 

f) Has the Service raised any revenue from the E-BillPay Service yet, either 
from bill presenters or bill payers? If so, howmuch? 

g) Does the Postal Service believe that offering E-BillPay fora six-month period 
for free will help it determine the ultimate market demand when it begins to 
charge for the service? Please explain the purpose behind the offer and how 
the Service wil! use the results in projecting revenues. 
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h) Does the Service’s agreement with CheckFree or any other vendors in 
support of E-commerce activities include any revenue guarantees? If so, 
what are the amounts of those guarantees for each year of the respective 
contracts? How has the Service designed such agreements to minimize the 
financial risks? 

The detailed information mentioned in question 53(c)-(h), concerning our 
eBillPay service and our relationship with our partner, CheckFree, is 
confidential business information of both the Postal Service and 
CheckFree, a private firm. Public disclosure could compromise the 
business relationship that the Postal Service has with CheckFree. In 
addition, such disclosure would likely make the Postal Service an 
unattractive partner with which to do business, and would make it difficult 
for the Postal Service to continue to remain competitive in a business 
environment. 

54. The Chairman has raised concerns regarding the impact of the raising costs 
of processing flats and the impact it has had on the proposed rate increase 
for periodicals. 

a) Please update the Subcommittee on the Service’s efforts to identify and 
implement programs and process changes to reduce the cost of flats in 
general and periodicals in particular. 

In 1998, the Postal Service partnered with Periodicals industry associations 
(Magazine Publishers of America and American Business Media) to 
conduct a study of operational factors that influence costs of Periodicals 
processing in both mailer and USPS processes, and to identify measures 
that could be taken to drive costs out of the system for mailers and the 
Postal Service. 

In a joint report issued in spring 1999, the partnership effort identified 
fifteen initiatives to be executed by the mailers and the Postal Service. 
Highlights of the actions taken are identified here; 

1. Mailer preparation standards should more nearly match how the mail is 
actually processed. 

In Fall, 1999 a new list was published to enable mailers to enter Periodicals 
and Standard flats mail “deeper” into the system, in most cases at the 
facility in which the mail is processed. This reduces the expenses 
associated with the USPS having to transport the Periodicals mail to the 
actual processing facility. In January 2001, more new mail preparation 
requirements will ensure that flat -shaped mail is prepared in ways that will 
reduce USPS rehandling costs. For example, carrier route presort mail will 
bo required to be in Line of Travel (LOT) sequence. Other measures will 
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take place then to encourage more mail to be entered deeper in the 
processing system. For example, both bar-coded and non-bar-coded flats 
will be on the same pallet or in the same sack. In January, Address 
Management System’s city-state product will show mailers where incoming 
secondary flats processing occurs in plants or in post offices. Changes 
will be reflected in the DMM and AMS Dropship product in early 2001 to 
indicate the location where mail is processed, identified by class, shape, 
and presort level. There is now consideration of further measures for 
possible implementation in 2001. 

2. Mail should be bundled and containerized to minimize costs. 

Preparation rules have been revised to protect the integrity of paliets to the 
SCF (local plant) level, and there is a permanent allowance for the 4-tier 
stacking of pallets. Five-tier stacking is being tested but there appears to 
be some safety concerns and little mailer interest in testing this further. 

3. Mailers and the USPS should assure/encourage good addressing quality 
to reduce rehandling costs. 

There are a variety of systems being used to ensure good addressing and 
general mailpiece quality. They include equipment to evaluate the 
accuracy of mailer bar coding, addressing, and make-up. In addition, local 
plant operating procedures have been modified to emphasize maintenance 
of mail readability logs to focus on problem areas. 

4. Entry and acceptance requirements should be communicated and 
enforced. Problems with irregularities should be communicated not 
only to the printer, but to the publisher as well. 

There have been actions to develop and implement a wide range of 
awareness programs aimed at increasing employee knowledge of entry and 
acceptance policies and the requisite procedures. In addition, new 
software to assist business mail acceptance units in acceptance of 
prepared mailings is in place. This features a “periodicals mailing history” 
so that repeat problems can be identified, consistent with the desires from 
the periodicals mailing community to focus on those mailers who 
repeatedly don’t comply with requirements, and thereby drive up costs. 

In addition, national periodicals training that focuses on mail preparation 
and rates eligibility has been conducted. This was offered to mailers, 
postmasters and acceptance clerks. As a result, over 10,000 employees 
and a large number of mailers have been trained in bulk mail acceptance 
policies in the last two years. 
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5. The Postal Service’s flats operations plan should be further developed 
and communicated. 

The Postal Service has initiated several actions to further define and 
communicate the long-range plan for handling flat-size mail. Key 
strategies include mailer inteiface, increased utilization of automated 
equipment to reduce processing costs, and faster deployment of next- 
generation automated sortation equipment to augment that already 
available. 

The changes in palletizing and other requirements enables mail to be 
entered as deeply into the system as possible, using bundles and mail 
containers that reduce the opportunity for breakage and the added costs 
that come with it. Deeper entry, especially destination entry, enables the 
mailer to retain closer control over when the mailing will be delivered at the 
same time that the mailer reduces costs through worksharing. 

The “Breakthrough Productivity” initiative focuses on increased utilization 
of automated sortation equipment, including flat sorting equipment, and on 
achieving the throughput that generates the cost savings that is needed to 
slow the rise in flats costs in the USPS. The Increased utilization and 
throughput on machinery, plus the efforts to move mail from manual to 
automated processes, has seen results. In the 1.5 years since the Joint 
Industry-USPS Operations Review Team issued its report in 1999, the 
bottom-line flats productivity (all flat mail whether worked on automation or 
manually in the plant) has increased about 6.5 percent in USPS plants. 

During the same time, the pace of deployment of automation has 
quickened. Automatic feeders have been installed on current flat sortation 
equipment, and the Advanced Flat Sorting Machine Model 100 has been 
deployed at an increased rate, putting almost 400 of the AFSM 100s in 
plants faster than originally planned. These machines are capable of 
processing mail much faster than other automated/mechanical flat sorters, 
and the focus is on driving more mail onto these machines to further 
Increase the productivity of the entire flats system. 

6. Processing mail classes separately is of questionable value, and where 
it saves money for the mailer and the USPS and doesn’t harm service, 
classes should be mixed in processing. 

As a result of the recommendation made by the team. Processing 
Operations issued a clarification to policy that allows local plant managers 
to mix Periodicals with other classes of mail that are destined for delivery 
within that plant’s service area. This is allowed so long as the mixed mail 
can maintain the service requirements of the highest class of mail in that 
mix. 
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In the past, the relatively small volume of Periodicals class mail, when 
compared to Standard A, meant that the larger volume Standard A was 
more suitable for automated processing. This allows the processing 
facility to put increased volumes of Periodicals class mail on automation 
by mixing it with other classes that have greater volumes available to 
process. 

7. Improved bundle preparation by mailers and improved material handling 
by the Postal Service can reduce bundle breakage, which appears to 
increase costs significantly. 

The USPS and Mailers’ Technical Advisory Committee (MTAC) jointly 
sponsored a follow-up analysis on precisely what size bundles, and in what 
containers, tended to break, requiring costly individual piece sortation. 

The study has generated recommendations to industry on measures to 
prepare bundles to better withstand processing pressures, and to the 
Postal Service on how best to minimize the physical pressures on the 
strapping material that causes bundles to break. 

The USPS has modified equipment in instances where such changes would 
reduce the opportunity for breakage. In addition to equipment 
modifications, there have been process changes to minimize the 
opportunity for bundle breakage. Plants have been instructed to “shake” 
mail from pallets, rather than dumping them with the full force of the 
container felt by the bundles on the top of the pallet when the pallet is 
inverted onto a conveyor belt. 

8. Operations managers in the USPS should be focused closely on the 
importance of efficiently managing processes and postal equipment. 

Processing Operations in USPS Headquarters has issued a guideline 
(Publication 128) describing how to focus the operational resources to 
minimize flats costs. The publication is available to operating managers on 
the USPS internal website, and field visits by Processing Operations are 
conducted to ensure that the plants are complying with the requirements of 
the strategy. 

The best indicator of the success of the effort is the increased productivity, 
previously referenced in number 5 above. 

9. Cost reduction opportunities may be realized by better utilization of 
transportation cubic capacity and by reducing extra service trips that 
are authorized to improve service in Periodicals mail. 
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Extra trip service has been reduced substantially since the publication of 
the joint report. In addition, a focus on minimizing the use of air 
transportation when surface transport can meet service standards has 
reduced the cost of transportation of Periodicals and Standard Mail further. 

10. Annex operations are used to deploy additional equipment and 
accommodate increased mail volume, but they may result in additional 
costs that fall disproportionately on Periodicals mailers. 

A study of annexes identified that there are very few annex operations that 
are “Periodicals Only,” with most annexes used to process multiple 
classes of mail based on the process involved, not the class. To ensure 
that Periodicals are not singled out in the future, instructions have been 
issued to clarify that decisions about what should be moved to an annex 
should be based on the process, not the class of mail involved. 

11. The automated flat sorting equipment can be used more effectively. 

There have been specific throughput, productivity, and utilization targets 
established for the new AFSM 100 automated flat sorter to ensure that the 
cost-reduction potential of this newest generation of equipment is fully 
realized. The results to date are reflected in the 6-plus percent 
improvement in bottom-line flats productivity that has been realized in the 
last year and one-haif since the publishing of the Joint report. 

In addition to ensuring the best utilization of new equipment, there is a 
commitment to improve the effectiveness of current equipment. One 
illustration is the initiative to purchase and install automatic feeders on 
current flat sorters to increase the throughput and productivity of the 
machines. 

12. There may be interclass cost impacts that require further study. What 
may be best for USPS Operations “bottom line” may not be best for 
Periodicals. 

A recent study by the Postal Service, in response to this issue, found that 
the higher percentage of sorting done manually for Periodicals is 
accounted for by Periodicals mail characteristics (non-machineability, 
service and entry times) and is also addressed by the test year savings 
from the AFSM 1 00. Annex processing of Periodicals does not appear to 
have notable cost consequences. This suggests that no modification to 
Postal Service costing is warranted. 

The quantitative analysis confirms the observations of the task force, that a 
higher percentage of piece sortation is done manually for Periodicals than 
for Standard A, Non-ECR flats. The Analysis memo (page 2), however. 
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suggested characteristics of Periodicals, which would lead to more manual 
sortation, such as being less machinable and having more demanding 
service requirements. The quantitative evidence confirms piece 
characteristics as a factor leading to more manual sorting in two ways. 
First, the percentage of flat pieces with a barcode was higher for Standard 
A, Non-ECR than for Periodicals. Greater prebarcoding would be expected 
to lead to more FSM processing for Standard A, Non-ECR. In fact, 
prebarcoded Periodicals flats received significantly higher percentage of 
FSM sortation than non-prebarcoded Periodicals flats. Second, a 
comparison of sorting for weekly or higher frequency Periodicals to the 
less time sensitive, lower frequency Periodicals shows that the latter 
receive significantly more FSM sorting. Finally, the concern that FSM 
capacity shortfalls might raise inter-class cost issues, has been alleviated 
by the test year consideration of the deployment of the new AFSM 1 00. 

13. An immediate step can be taken to publicize and emphasize that cost 
and service are both important to mailers. 

Last summer, the current Chief Operating Officer, Jack Potter, began a 
series of articles in the electronic biweekly publication for operations 
managers, 0perations2000. He repeatedly focused on the need to control 
flats-size operations costs, and declared FY2001 to be the “Year of the 
Flat.” 

A number of other internal communications have emphasized the 
importance of controlling flats costs, and the focus is ongoing. 

14. Cost attribution methodologies should be reviewed in light of 
operational observations. 

These are the subject of ongoing discussions between the USPS and the 
mailing community, and were part of the R2000-1 deliberations. 

15. The rates structure for Periodicals mail should be reviewed to ensure 
that it is consistent with the overall periodicals processing strategy and 
induces appropriate mailer behavior. 

This, too, is an ongoing effort between the parties. 

In summary, there have been a number of initiatives implemented to 
improve the way that mailer makeup and entry of mail can interface with 
postal operations to stop the rise in Periodicals costs. There have also 
been unilateral actions by the Postal Service to increase utilization, 
throughput, and productivity of the automation equipment used to process 
the mail, and discussions with mailers about how to ensure that the 
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costing system represents the true costs incurred are ongoing and 
substantive. 

The early indicators point to results being achieved: The overall fiats 
productivity in USPS plants is up more than 6 percent in the year and one 
half since the report was issued. More equipment is being deployed now to 
increase that productivity even more. 

The impact of the joint USPS-industry effort is also demonstrated in the 
additional cost reductions that were identified after the original R-2000-1 
rate-case filing. The initial filing included $45 million in recognized cost 
reductions in mail distribution for Periodicals that the Postal Service 
expected to achieve. After the filing, these additional actions by the USPS 
in concert with mailers identified $66 million more in cost avoidance. This 
is an additional reduction to base of more than three percent, and it was 
accompanied by a reduction of about $137 million as a result of costing 
methodology revisions. The cost reductions and the methodology 
changes were sufficient to keep the rate increase for Periodicals at a 
single-digit level in the Postal Rate Commission’s recommended decision. 

The effort will continue in the future, with an ongoing joint activity to 
explore further opportunities to drive costs from the system. 

55. In the 1993 nationwide restructuring the Postal Service was found to have 
improperly circumvented the reduction-in-force (RIF) regulations. In order to 
come into full compliance the Service was required to restore demoted 
employees to full saved grade and saved pay, The potential savings 
associated with the restructuring were not realized. In addition, when the 
"early out" option was extended to bargaining employees there was a 
significant loss of essential craft employees, particularly carriers. This led to 
service failures and ultimately to re-staffing of field positions. Again, savings 
from the early out retirements were not captured. Some have argued that the 
restructuring fell short of its goal due to errors in executing the details. The 
Subcommittee is interested in how the Service has learned from this 
experience. 

a) Has the Postal Service consulted with the Office of Personnel Management 
(OPM) to clarify the RIF rules for future restructurings? 

The Postal Service has consulted with OPM to clarify rules and regulations. 
After the Postal Service was found to have improperly circumvented the 
RIF regulations during the 1992-1993 restructuring, the Postal Service took 
steps to come into compliance with RIF rules as they apply to the Postal 
Service. 

Following the August 1994 decision by the Merit Systems Protection Board 
(MSPB), the Postal Service created a “RIF Compliance Taskforce” whose 
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goal was to comply with the MSPB ruling. This taskforce had to provide a 
remedy by April 1995 to preference eligibles who were demoted as a result 
of the 1992-1993 restructuring. During this undertaking, members of the 
taskforce consulted with OPM on a regular basis regarding RIF regulations 
and their proper interpretation. The taskforce also consulted with 
Department of the Navy representatives regarding guidance on the 
practical implementation of the regulations. The taskforce was successful 
in meeting its goal. 

A small core group of the taskforce remained active after the project ended 
in April 1995 to make the Postal Service “RIF ready” for future 
restructurings. This group consulted with OPM and Navy to develop 
policies, processes, and an automated system to handle future 
restructurings. This work was completed in December 1995. At that time a 
RIF Compliance unit was created within the Employee Resource 
Management group. This unit is still active today. 

The following are RIF actions taken by the Postal Service since 1995. 


^rftpHitiviRfea"- ,i' ' Acti^'fi ■ I - RIF I 

Ph iladel phi a MFO Closing. ..4... 08/03/19 9 6 

Erie, PA P'ost pffjce/W^^ Reorganization 09^4/1996; 

Training HQ : ^organization 11/08/i 996j 

Divers]^ HQ Reorganization 01/03/1 997j 

Fayetteville, AR Post Office : Reorganization 01/18/1997 

Albuguergue, NM Post Office Reprganizatipn 02/15/1997; 

Consumer Advocate HQ Reorganization 03/29/19971 

Bpstori Proc/Dist Center ^^Reorganization 05/24/1 997j 

Information Systems HQ Reorganization 11/06/1998 

IChicago, IL MTEC „ .Closing 61/01/1999; 

Washington, DC MTEC /Closing 68/27/1999. 

Hayward, CA REC _ .Closing 1 09/04/1999 

Knoxville, TN REC ;Closing 11/13/1999 

Boston, MA MTEC I C Iosing 12/17/1999 

Gary, IN REC Closing 01/22/2666 

W Nassau, NY REC ^Closing 02 /11/2000 

iDavenport REC Closir^ 63/24/2666 

Nash u a. NH R EC Clo sin g 04/01/^66; 

;|)es Moines, lA REC Ciosing 04/07/26o6| 

Jacksonville, FL REC „ Closing 05/27/2666! 

York, PA REC Closing O6/IO/2660 

Laredo, fX REC Closing __ 06/16/2666 

Madisonvilie, KY REC Closing _ ! 66/24/2666 

Lumberton, NC REC Closing 07/14/2660 

Newport News, VA REC Closing _ 67/22/2600 

Louisville, KY RiEC Ciosing OmSI^mOi 

McAllen, TX REC Closing 68/65/26661 


79 



272 


Birmingham, AL REC 

Closing 

08/11/2000 

Tulsa, OK REC 

Closing 

08/19/2000 

Kalamazoo, Ml REC 

Closing 

08/19/2000 

Antioch REC 

Closing 

08/25/2000 

Lehlqh Valley, PA REC 
Lynchburg, WV REC 

Closing 

Closing 

09/09/2000 

09/16/2000 

Chula Vista, CA REC 

Closing 

10/21/2000 


Each of these closings or reorganizations was conducted in compliance 
with the RIF regulations. 

b) Has the Postal Service been able to develop downsizing plans that will 
protect the rights of preference eligible employees? Please describe such 
plans. 

Yes. After downsizing plans have been developed and approved, there are 
processes in place to analyze the impact on employees. These processes 
take into account the rights of preference eligible employees. The plans 
are described in detail in ELM 354.2. 

c) Under the current RIF rules can the Service offer early outs and reduce staff 
on a selective basis? For example, PCES, EAS, nonbargaining employees, 
Headquarters staff. Area staff, all staff by a geographic area like ZIP Code, 
etc. Please explain. 

To minimize the number of employees potentially affected by involuntary 
separation or demotion, the Postal Service has received approval from the 
Office of Personnel Management (OPM) under its Voluntary Early 
Retirement Authority (VERA) to offer voluntary early retirement to certain 
nonbargaining employees at headquarters, headquarters-related facilities, 
and area offices. 

VERA can be offered to organization units, occupation codes, geographic 
area, or any combination of these factors. VERA cannot be offered based 
on personal factors. 

The Postal Service has elected to offer the voluntary early retirement 
option only to those competitive areas that are currently in a reduction-in- 
force (RIF) avoidance period. Voluntary early retirement offers within a 
competitive area will be limited to those employees who occupy “covered” 
positions that are defined as those that are directly impacted by the 
staffing reductions or demotions or can potentially serve as placement 
positions for impacted employees. 

d ) What percent of bargaining employees are currently protected from layoffs ? 
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The Postal Service currently has 700,146 bargaining unit employees. The 
American Postal Workers Union (APWU) has 338,279 members ail of whom 
are layoff protected until the expiration of the current national agreement 
on November 20, 2000. The remaining 361,870 bargaining unit employees 
are protected from layoff upon completion of six years of continuous 
service and having worked at least 20 pay periods during each of the six 
years. 

56. Last year you noted that productivity-enhancing investments such as 
automation often reduce TFP in the near-term, as the capital investment 
occurs up front, while the savings are realized over time. As such, this would 
imply that TFP as currently constructed does not properly tie inputs to outputs 
at least with regard to capital investment. 

a) Has the Postal Service considered an adjustment to the TPF measure that 
would better associate capital investment and the relevant output measures? 
If not, are there better ways for the Service to separately measure the impact 
of capital investments on productivity particularly if those productivity gains 
are realized “overtime?" 

The Postal Service has not considered an adjustment to the TFP measure. 
The Postal Service does not believe there is an error in this measure. TFP 
is designed to measure the change in the ratio of outputs to inputs. TFP, 
as currently designed, accurately measures these changes. As such, it will 
accurately measure when inputs increase faster than outputs. The Postal 
Service’s note regarding capital investments simply recognizes the fact 
that there are situations where inputs can rise more rapidly than outputs. 
One such situation is during periods of rapid capital expansion or major 
capital investments. This pattern will impact productivity in the shortterm, 
as the investments are made to provide a return over time, A lumpy pattern 
of investment is one factor that can affect TFP growth in the short run. 

57. Last year you noted that the Service faces operational constraints and 
challenges that are not encountered in the private sector. You claim that 
these public service obligations constrain the Postal Service’s ability to 
generate productivity improvements. 

a) Doesn't TFP include the number of delivery points and post offices in the 
measure of output and, therefore inherently, reflects the public service 
burdens that the Service must incur? If not, please discuss how TFP can and 
should be adjusted so that the Postal Service productivity can be compared to 
the private sector productivity on an equal basis. 

The number of delivery points is included in the output measure. The 
number of post offices is not considered a postal output, but their number 
is part of capital inputs which is consistent with private sector productivity. 
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A public service obligation not captured in the TFP measure as it is 
benchmarked against private sector productivity is the commitment to 
make every delivery every day regardless of the amount of mail for each 
delivery. This public service obligation impacts the comparison for TFP 
growth with private sector productivity growth. Currently, there are no 
standards in place to determine the value of the impact on productivity. If 
there was a consensus as to the cost of this public service obligation, 
refining the benchmark from a simple comparison to MFP may be possible. 

b) You have stated that the Service needs to achieve breakthrough productivity. 
How much does the Service expect productivity to improve in fiscai year 
2001 ? Over the long-term, how does the Service expect to achieve 
breakthrough productivity? 

Based on preliminary estimates of FY 2000 performance, the operating plan 
for FY 2001 will result in a 0.7 percent growth in TFP. Over the long term, 
the Postal Service will achieve breakthrough productivity through cost 
reduction programs in mail processing operations such as flat sorting, 
delivery barcode sorting, and materials handling; by optimizing the 
transportation and purchasing functions; and through the application of 
performance management techniques, the identification and distribution of 
best practice tools, and implementation of standard operating procedures. 

58. The Subcommittee offered suggestions for improving the draft 5-year 
Strategic Plan. We were particularly concerned with the Voice of the 
Employee goals and indicators. 

a) Has the Postal Service established additional quantifiable goals for improving 
employee relations? 

b) What part does the "The Voice of the Employee” play in the Service's plans to 
improve performance? 

The “Voice of the Employee” is a critical part of the Postal Service's plan to 
improve performance. Improvements in workforce management and 
workplace relations are essential to reaching the goals of affordability and 
growth. 

In August 2000, the Postal Service received the Report of the Commission 
on a Safe and Secure Workplace, the result of a two year independent 
study of key workplace issues. The findings of the study reinforced the 
suggestions of the Subcommittee on the need to establish better, more 
quantifiable Voice of the Employee goals. 

The Postmaster General announced that the Postal Service would share 
the findings with relevant postal stakeholders, and would work with unions, 
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management associations and others to review, adapt and implement the 
recommendations. This review will result in changes to the current Voice 
of the Employee goals and indicators. 

The recommendations of the commission included: 

• Increased training to develop better interpersonal skills of managers. 

Currently, the Postal Service has a goal of at least 4 hours of workplace 
relations training for all EAS employees, with an additional 4 hours for 
Level 15 and above, and an additional four hours for other EAS employees. 
The requirement for workplace relations training is likely to be increased. 

• Strengthen incentives to focus managers on the workplace environment 
In addition to financial performance, operational goals, and customer 
Satisfaction. 

The weight of workplace relations goals in current incentive programs is 
likely to be increased, and additional incentives may be developed. The 
Voice of the Employee survey index is already part of the variable pay 
program for postal managers. 

• Agree on a system of financial performance incentives for craft (union) 
employees. 

The Postal Service will investigate methods of linking unit performance, 
merit and variable pay programs, and extending them to craft employees 
through agreements with the unions and management associations. 

• Overhaul the dispute resolution process 

The REDRESS program is a recently introduced program to address this 
issue. The first goal was to ensure the widespread availability of the 
program. The Postal Service will investigate and develop specific 
quantitative measures of effectiveness. 

There may also be other relevant indicators that are developed as a result 
of the commission study and the subsequent review with the unions and 
management associations. 

The Postal Service already has very specific, quantifiable measures and 
indicators for the safety program. As directed by Congress, the Postal 
Service will be using the illness and injury rate measures and indicators 
required by the federal Occupational Safety and Health Administration 
(OSHA). The Postal Service will continue to use Motor Vehicle Accidents 
per million miles as an indicator. 
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The Postal Service also tracks, in detail, the demographic proflie of its 
employees at all levels. These data serve as the baseline for evaluating 
requirements and performance for executives and managers on their 
support for diversity goals. 

The Voice of the Employee survey index is a “capstone” or summary of the 
varied sub-goals. The survey tracks six basic questions that are deemed 
key to improving the workplace environment: 

• I am satisfied with the recognition I receive for doing a good job 

• People in my work unit are held accountable for doing their job well 

• In the past month, I have personally been sexually harassed by a postal 
employee 

• 1 feel excluded from my work unit because of my race, ethnicity, gender, 
disability or any other factor not related to work performance 

• Rate your immediate supervisor on: treating me with dignity and respect 

• Rate your immediate supervisor on: ability to communicate with 
employees 

As noted before, performance on the survey index is part of the variable 
compensation for postal managers and executives. 

c) What is the status of the REDRESS pmgram? What indicators are used to 
measure its success? Has REDRESS been effective in iowering the number 
ofEEO cases filed against the Postal Service? 

The REDRESS™ program is now fully integrated into the Office of Equal 
Employment Opportunity within the Postal Service. No changes have been 
made to the core program, which provides for outside neutrals to mediate 
employee disputes raised in the context of the Equal Employment 
Opportunity administrative process. We continue to employ the 
transformative model of mediation with emphasis on providing employees 
the communication skills, tools and training needed to learn to more 
effectively listen and respond to one another. 

Currently, success is measured by participation rate. We have set our 
participation rate goal at 70%. The participation rate reflects the 
percentage of the people requesting counseling who elect to mediate their 
dispute when that option is offered to them. Our goal is to offer mediation 
to at least 90% of all people seeking EEO counseling. Some cases are 
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deemed by the Dispute Resolution Specialists to be inappropriate for 
mediation. These cases include, for example, allegations involving 
criminal conduct or quid pro quo sexual harassment In FY2000, we 
offered mediation to 93% of ail people who sought EEO counseling. 

73% of those offered mediation in FY2000 elected to participate in the 
mediation process. Not all such cases are actually mediated, though, for a 
variety of reasons. For example, some cases are settled, withdrawn or 
cancelled prior to a scheduled mediation. We believe that participation rate 
encourages employees to bring their disputes, which largely stem from 
communication problems, into mediation, where the employee and 
manager involved are able to develop and practice better communication 
skills face to face. Eventually, we would expect that as employees and 
managers learn from their experience in mediation, they will apply those 
skills in everyday settings, and the workplace environment will improve for 
both of them. 

In FY2000, the Office of Equal Employment Opportunity and the Manager, 
Workplace Environment Improvement, are working together to determine 
whether it is possible to develop a metric for REDRESS™ linked to 
employee satisfaction indicators, such as Voice of the Employee scores, 
low sick leave levels, low volumes of grievances and other complaints, low 
rates of workers’ compensation claims (especially stress-related), or low 
overtime usage. We are also monitoring a phenomenon that we observe, 
which is the “premediated closure rate.” Since the roll out of the 
REDRESS™ program, we have found a steady increase in the percentage 
of cases that are scheduled for mediation but in which the parties are abie 
to reach a resolution or the request is unilaterally withdrawn by the 
employee before the mediation actually occurs. In FY2000, this occurred in 
over 1 500 cases. 

We hope to supplement participation rate with other workplace 
environment improvement-related goals and indicators after validating 
observable correlations. Survey data from the recent United States Postal 
Service Commission On A Safe And Secure Workplace as well as data from 
the Voice of the Employee Survey, the Equal Employment Opportunity data 
tracking system and the records of the REDRESS™ program are being 
analyzed and interpreted in this effort. 

In the meantime, we continue to see declines in the number of EEO cases 
filed against the Postal Service. In FY2000, there were 25,086 requests for 
counseling in the Equal Employment Opportunity administrative process in 
the Postal Service. This was a decrease of 1 ,425 from the 26,51 1 requests 
for counseling we received in FY1999. In FY2000, only 41% of all requests 
for counseling resulted in formal complaints being filed. That percentage 
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is referred to as the “flow through” rate of complaints to the formal stage of 
the process. In FY1999, the flow through rate was 46%. 

The impact of mediation on flow through rate is significant. In FY2000, of 
the 25,086 requests for counseling, 11,261 were mediated and 13,825 were 
not mediated. Of the 11,261 mediated cases, only 2,545 (23%) “flowed 
through” to the formal stage of the process. Of the 13,825 counseling 
requests that were not mediated, 7,912 (57%) “flowed through” to the 
formal stage of the process. Overall, there were 10,457 formal complaints 
filed in FY2000, which represents a 15% decrease from the 12,206 filed in 
FY1999. We believe that these data strongly support the conclusion that 
REDRESS™ has been effective in lowering the number of formal EEO 
complaints filed against the Postal Service. 

At the same time, because REDRESS™ is so effective in resolving 
disputes, and because it is presently only available to employees who seek 
counseling from the Office of Equal Employment Opportunity, we 
recognize that some employees may be encouraged to seek EEO 
counseling as a means of accessing REDRESS™. Therefore, although 
requests for counseling have decreased from FY1999 in FY2000, we would 
not be disturbed if we found that there were no decrease in that number or 
even if the number were to increase. Our emphasis is on bringing 
employees and their managers face to face to resolve their disputes 
through clarification and recognition. 

d) How many EEO disputes were mediated under REDRESS in FY2000 and 
which percent of those cases were closed? 

In FY2000, we mediated 11,261 cases in REDRESS™, and only 2,545 of 
those cases proceeded to the formal stage of the administrative process. 

This represents a 77% rate of closure for all mediated cases. 

59. The Service has stated that it must look to the private sector to determine its 
wage strategies. The Service defines moderate restraint as postal wage 
growth as equal to the ECI-1 percent per year. 

a) For fiscal years 1998, 1999 and 2000 how did the postal wage growth for each 
of the union contracts (NALC, APWU, NRLCA and NPMHU) compare to ECI-1? 


Percent Annual Change By Year’ 


FY 1998 

FY 1999 

FY 2000 

APWU 

2.4% 

2.7% 

3.8% 

NALC 

2.1% 

0.6% 

4.5% 

NPMHU 

1.8% 

2.2% 

4.6% 


' Postal Service bargaining unit wage growth is based on straight-time hourly rates obtained from 
the National Payroll Hours Summary Report (YTD AP 13 each year). 
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NRLCA 

1.7% 

1.0% 

3.8% 

ECI-1%^ 

3.0% 

2.5% 

3.0% 


Postal Service wage growth is based on straight-time hourly rates obtained 
from the National Payroll Houre Summary Report (YTD AP 13 each year). 
ECI-1% is based on the 4-quarter average change in the private industry 
wages and salaries employment cost index less 1%. In order to be 
consistent with the postai fiscal year that begins in September, ECl growth 
for each fiscal year starts at quarter 4 (December ECl) and ends with 
quarter 3 ECl (September ECl) data. 

b) For fiscal years 1998, 1999 and 2000 how did salaries and benefits growth for 
Postal Career Executive Service employees compare to ECI-1? 


j Percent Annual Change By Year I 


FY1998 

FY1999 

FY 2000 

PCES^ 

3.1% 

1.6% 

3.2% 

ECI-1%'' 

3.0% 

2.5% 

3,0% 


c) For fiscal years 1998, 1999 and 2000 how did salaries and benefits growth for 
Executive and Administrative personnel compare to ECI-1 ? 


Percent Annual Change By Year 


FY1998 

FY1999 

FY 2000 

EAS^ 

1.1% 

0.6% 

3.2% 

ECI-1 %■' 

3.0% 

2.5% 

3.0% 


60. The Subcommittee has been made aware of and is deeply concerned about 
what appears to be a controversial procurement for the Postal Service’s 
Direct Marketing/Sales Support advertising contract. We are told the 
incumbent - DraftWorldwide - was prohibited from participating in the final 
solicitation round of competition due to their refusal to provide the Service 
with confidential information. It is DraftWorldwide’s position that disclosure of 
such information would have been a violation of their contractual relationship 
with their clients. The Subcommittee has also been informed that 
DraftWorldWide is the incumbent, and is the largest and most successful 
company in direct marketing. In fact, the Service’s own research contractor - 


■ ECI-1% is based on the 4-quarter average change in the private industry wages and salaries 
employment cost index less 1%, In order to be consistent with the postal fiscal year that begins 
in September, ECl growth for each fiscal year starts at quarter 4 (December ECl) and ends with 
quarter 3 ECl (September ECl) data. 

’ Postal Service PCES and EAS salary growth is based on average salary obtained from the 
Position Schedule National Summary Report (Postal Quarter 4 each year). In order to provide a 
reievant comparison and to be consistent with the information requested in 59a., benefits were 
specifically excluded from the PCES and EAS data. 
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Great Lakes Marketing - independently ranked Draft as one of your best 
advertising contractors. Mr. Davis and I have requested that the Inspector 
General investigate this matter but the Subcommittee has a few immediate 
questions. 

a) Did Draft address this issue and offer an alternative means for the Postal 
Service to acquire this information? 

Draft Worldwide did not address the confidentiality issue during the 
procurement process, although it mentioned in its second pre-qualification 
submission that it felt it was legally precluded from releasing sensitive 
client information. The first time Draft directly raised the confidentiality 
issue was in a letter addressed to the Contracting Officer on July 10, 2000, 
three months after Draft was eliminated from the solicitation process. In 
that letter, Draft stated its concern with providing confidential client 
information to the Postal Service during the second stage of pre- 
qualification. Draft offered to set up meetings between the Postal Service 
and its clients to enable the Postal Service to ask its clients directly for the 
information. 

Notably, Draft did not raise this issue in its protest letter dated September 
1, 2000. In addition. Draft was not prohibited from participating in the final 
solicitation due to its refusal to provide the Postal Service with confidential 
information. Draft was not pre-qualified to participate in the solicitation for 
a number of reasons, only one of which was the general nature of its 
submission. 

Draft had opportunities during the pre-quaiification phase to ask questions 
regarding the information requested. Draft did not take advantage of the 
opportunity to raise the issue of client confidentiality. In March, however, 
one of Draft’s competitors asked why the Postal Service would ask 
agencies to provide production expenses for its clients, which is 
confidential information. The contracting officer’s response to this 
question (Questions and Answers, March 16, 2000) - which went out to all 
potential suppliers, including Draft - was as follows: 

4. Agency creative production cost data will be more meaningful if it is 
related to specific executions, however, we wouid not ask your agency 
to violate confidentiality, if you cannot answer this question directly 
without truly violating ciient confidentiality, please answer by providing 
in terms of Ciient A, Client B, etc. 

This particular agency proceeded to provide such confidential information, 
along with client names, but also included a “confidential information” 
clause restricting the use of its proposal on the cover page of the proposal 
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as well as on the pages within the proposal that contained proprietary 
Information. No other agency raised the issue. 

b) Why did the Service reject such alternatives? How did the other agencies in 
the Direct Marketing/Sales Support module respond? Did they reveal the 
identity on their clients? 

The Postal Service did not opt to contact Draft’s clients directly because 
Draft did not raise the issue until July 10, over three months after it had 
been eliminated from the solicitation process. At that point, the purchasing 
team had made significant progress in the solicitation process, and it was 
simply too late to go back. 

As stated in the answer to question (a), above, one agency revealed the 
identity of its clients along with confidential production expenses, 
including cost per response, conversion rate, and return on investment. 
This agency included a proprietary information provision on the proposal’s 
cover page and on every page that contained proprietary information. 
Another agency also revealed the identity of its clients, but provided 
ranges with regard to confidential production expenses, rather than 
specific numbers. We found both methods to be responsive. 

c) Did the Service consider it appropriate tor agencies to provide listings on its 
clients and campaigns with the client’s name redacted? 

Yes, we considered it appropriate for agencies to redact clients’ names. 
It was our suggestion that the agencies do so. While the client name 
gives the information greater validity, purchasing teams are more 
interested in receiving information regarding planning, implementation, 
and results associated with an individual client. This information will 
enable the team to determine whether a marketing plan was realistic. 

d) If the Postal Service’s name were blanked out from an example, which, 
includes “Fly Like an Eagle,’’ wouldn’t most reasonable people figure out to 
whom It was referring? Also, If you redact a client's name, how do you verify 
that the example is even true? 

Redacting the identity of a client includes redacting slogans and all 
identifying information in addition to the client’s name. Therefore, when 
properly redacted, no one should be able to determine the identity of the 
client in the example. 

The Postal Service would not ask an agency to identify a client whose 
name had been redacted. In order to verify the accuracy of the data, we 
would ask for the name of a client who could give us information regarding 
the overall performance of the agency, including the agency’s timeliness, 
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compliance with the clients’ requests, and working relationship with the 
client. Furthermore, it is difficult to falsify marketing data to people who 
are familiar with the marketing field, 

e) Why were there only two agencies providing bids for the Direct 

Marketing/Sales Support award when the other major awards had 3 or more 
bids? Do you consider 2 pricing bids adequate competition for a multi-million 
dollar contract award? 

The contracting officer determined that two offers for the Direct 
Marketing/Sales Support contract would provide adequate competition 
because the agencies receiving the two lowest pre-qualification scores 
were well below the scores of the two highest ranking agencies. 
Significantly, Draft was ranked fourth out of four potential suppliers; the 
third ranked supplier was also not prequalified. It became clear after the 
prequalification evaluation that the two highest scoring agencies were 
technically far superior to both Draft and the other competitor in terms of 
their prequaiification proposals. Therefore, the contracting officer 
determined to solicit offers from the technically superior suppliers. This 
determination was consistent with the contracting officer’s decisions 
regarding where to cut off the low offerors in the other four modules of this 
solicitation. We believe that we did receive adequate competition with the 
proposals we received from the two prequalified offerors. 

61 . Serious concerns have been raised by nonprofit mailers that the Service’s 
enforcement of the cooperative mailing rules amounts to Postal Service 
action to reduce the amount of mail which travels at nonprofit rates. It is 
claimed that the Service has stretched the Cooperative Mail Rule well beyond 
the law, beyond the Domestic Mail Manual and, as has been expressed to 
me, beyond reason. 

a) Is it the intent of the Postal Service to reduce the amount of mail eligible for 
nonprofit rates by narrowly interpreting and strictly enforcing its cooperative 
mail rule? 

It is not the intention of the Postal Service to reduce the amount of mail 
eligible for nonprofit rates. Eligibility for nonprofit rates, including the 
identity of the organizations eligible to use those rates and the materials 
they may mail, is established by statute. The Postal Service’s sole goal has 
long been to offer those rates in accordance the language of the statutes, 
including, where applicable, any legislative history. Particularly in recent 
years, the Postal Service has worked closely with members of the nonprofit 
industry to resolve issues in a manner compatible with nonprofit mailers’ 
operations. We believe that these instances of facilitating operations have 
led, if anything, to increases in the volume of nonprofit mail. 
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b) How do you respond to allegations that the Service has taken inexplicable 
stands and made rulings that are at variance with the law and the Domestic 
Mail Manual? 

The cooperative mail rule is the longest-standing restriction on the 
materials that may be entered at nonprofit rates. It is based on the premise 
that the nonprofit rates were meant solely for the benefit of the nonprofit 
organizations designated by Congress. The factors considered by the 
Postal Service in applying the rule in recent cases are not new, but are the 
same as those it has used for numerous years. The Postal Service rulings 
are consistent with the law. In fact, the rule - and the Postal Service’s 
application of the rule - has been upheld when challenged in federal 
courts. 

62. The Subcommittee has heard concerns that the Postal Service may not be 
supporting or encouraging the PC Postage program. 

a) Is the Information Based Indicia Program a priority for the Service ? 

Yes, the Postal Service views the Information Based Indicia Program (IBIP) 
and PC Postage as important components of our goal to bring the Post 
Office to the People by providing convenient access channels for postage. 
In addition, we believe IBIP and PC Postage can assist us in our plan to 
improve financial performance in the years to come. We believe that IBIP, 
PC Postage and their underlying technologies will generate new revenue 
for the Postal Service. These technologies allow the Postal Service to 
reach consumers and businesses through new and innovative postage 
evidencing solutions. 

b) if so, what is the Service doing to support PC Postage by creating an overall 
awareness of the PC Postage option? 

The PC Postage launch at USPS Headquarters in August 1999 was the 
largest attended media event ever for a new postal related service. The 
Postal Service strategy at that time was to build upon the brand of PC 
Postage; however, the four vendors opted not to co-market with us but to 
pursue their own individual strategies for marketing their particular brands. 

As it became evident that a partnership with the Postal Service would be 
advantageous to the vendors, they have subsequently agreed to participate 
in a Joint marketing strategy. Three of the vendors have signed a licensing 
agreement with us. Now that we have the commitment from at least three 
vendors, we plan to expand our advertising awareness of the PC Postage 
brand. 
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This past spring the Postal Service featured PC Postage in the Spring 
Small Office Home Office (SOHO) direct mail piece. We produced a 600,000 
direct mail advertisement targeted to the SOHO market. 

We are dropping another 600,000 piece mailing December 11 to additional 
SOHO customers. This mailing is a joint effort between three of the 
vendors and the LISPS. It will advertise their products and web sites. In 
conjunction with the mailing, we will utilize print advertisement in trade 
magazines and Web site banners. In early calendar year 2001 we are 
planning some multimedia/TV/newspaper brand awareness advertising. 

c) Does the Service have any plans to offer PC Postage as part of its e- 
commerce initiatives or will the Service continue to deliver this product to 
businesses and consumers exclusively through certified companies? 

The Postal Service currently has no plans to offer PC Postage as part of its 
own e-commerce initiatives. The encouragement of commercial companies 
to develop PC Postage products that meet market demands will continue to 
be our strategy. 

d) How do you respond to concerns that the Service, in the case of PC Postage, 
essentially competes against businesses that it also regulates? 

As noted in our response to question 62 (c) above, the Postal Service does 
not currently plan to offer Its own version of a PC Postage product. 
Therefore, we do not see ourselves in competition with these businesses. 

63. NetPost Mailing Online was approved by the Board of Governors on August 
28th to begin a 3-year trial program. The Subcommittee has been informed 
that a large advertising budget and awareness campaign has already been 
rolled out to supposedly the same target market that has been identified for 
PC Postage products. 

a) Is this the case? If so, how do you respond to PC Postage companies that 
fear migration of customers from PC Postage to NetPost Mailing Online? 

Advertising has just started for Mailing Online, and it is far too early to 
measure its effects. We consider Mailing Online to have appeal to a wide 
range of customers, so it is perhaps inevitable that there will be some 
overlap in the markets for Mailing Online and PC Postage. However, 

Mailing Online allows access to postage only for customers who create 
their mailings within the service. Customers who prefer to produce their 
own mailings will have no incentive to migrate from PC Postage to Mailing 
Online. Moreover, to the extent that customers use PC Postage to ship 
packages, such customers would be unable to use Mailing Online to satisfy 
their mailing needs. 
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64. You stated before a Senate hearing that the PC Postage program had 
received only mixed reviews to date. PMG Henderson has also publicly 
stated that the LISPS was opposed to a discount in the current Rate Case to 
PC Postage mail. It is argued that since this mail is required to undergo 
address verification for each mail piece along with the generation of 
POSTNET barcodes it creates a cost avoidance for the Service. The Service 
argues that it not currentiy set up to take advantage of these savings and for 
the foreseeable future has no plans to modify their processes to capture the 
savings. 

a) Does the Service believe that a discount on First-Class PC postage mail 
would translate into higher volumes of PC Postage mail and this would, at 
least, be positive from the standpoint of postage retention for the Service? 

It is important to recognize that the private companies offering PC Postage 
develop and control their own pricing plans, which include not only 
postage but also service fees associated with the use of their products. As 
a result, the Postal Service is unable to predict a volume effect resulting 
from a potential discount on the postage component of the PC Postage 
price. It is the total price to the PC Postage customer that matters, and that 
price includes factors outside the control of the Postal Service. If the total 
cost to the customer of preparing and mailing a mail piece were to 
decrease due to PC Postage, there could be a volume increase. 

In addition, the customer choice of whether or not to use a PC Postage 
product would most likely depend on a number of factors, including 
convenience, comfort with technology, as well as price. The Postal Service 
has not studied the individual impact of each of these factors. 

The issue of whether to establish rate categories for the First-Class Mail 
pieces prepared with PC Postage is presently before Governors as part of 
the recommended decision of the Postal Rate Commission. The Postal 
Service is optimistic about the future of PC Postage. However, as we 
explained in testimony presented in hearings before the Postal Rate 
Commission in Docket No. R2000-1, it has been our view that a number of 
issues need to be further explored to determine the feasibility, application, 
and magnitude of any rate differential which would be based upon the 
application of this relatively new, but promising technology. 

b) Has the Service estimated the cost of selling stamps at the window, through 
vending machines, by mail and through merchandisers such as grocery 
stores? If so, please provide an estimate for each of these types of stamp 
sales and any others that may exist. In addition, please provide the average 
cost per stamp for stamp sales. 
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We have a great deal of information on the cost of selling stamps. However, 
because of the different channels the Postal Service uses for selling 
stamps, and given that stamps are not fuliy tracked through our system 
(e.g. whether the stamps are in the printing process, in inventory, 
distribution, destroyed, returned from stock, etc.), we do not have an 
overail reliable estimate of the average cost per stamp. Nevertheless, the 
following information, which was provided for the record in Docket No. 
R2000-1, is available on the cost of selling stamps. 

The estimated cost of selling stamps at the window was $760 million in 
FY 1998. (Source: PB/USPS-T11-12.) The average cost of a Stamps-by-Wlail 
transaction is $0.11 per revenue dollar. The average cost of a Stamps 
Online transaction is $0,097 per revenue dollar. (Source: 
OCA/USPS-76b8cC.) 

The Postal Service paid $7.7 million in FY 1998 to manage the consignment 
program which encompasses stamps sold through grocery stores and 
other retail outlets (Source: PB/USPS-T11-8 redirected to the Postal 
Service.) It Is estimated that 2.2 billion stamps are sold through 
consignment annually. (Source: OCA/USPS-80d.) The FY 2000 average 
cost of a consignment stamp sale transaction was $0,135 per revenue 
dollar. 

Vending machine depreciation costs were $6.1 million in FY 1998. 

(Source: PB/USPS-T11-9 redirected to the Postal Service.) Maintenance 
and supervisor costs associated with vending machines were $54.2 million 
inFY1998. (Source: PB/USPS-T11-12.) The FY 2000 average cost of a 
vending stamp sale transaction was $0.16 per revenue dollar. 

c) To the extent that stamp revenue generated by a PC Postage transaction 
does not incur such costs shouidn’t the Service encourage customers to use 
PC Postage, as opposed to other forms of stamp purchasing, since, aii other 
things being equai, this wouid increase contribution? if you disagree piease 
expiain why this is not the case. 

d) What is the cost per stamp for printing and distribution? if such costs are 
avoided for revenue generated from PC Postage shouidn't the Service 
encourage customers to use PC Postage, as opposed to other forms of 
stamp purchasing, since, aii other things being equai, this wouid increase 
contribution? if you disagree piease expiain why this is not the case. 

In FY 2000, approximately 40 billion stamps were printed. 

Again, the following information was provided for the record in Docket No. 
R2000-1. In FY 1999, the Postal Service had printing costs of $169 million 
and stamp distribution network personnel costs of $13.0 million in FY 1998 
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(Source: PB/USPS-T11-5 and PB/USPS-T11-7, Workpaper A-1 , component 
180.) 

Including the phrase "all other things being equal" always introduces an 
element of artificiality into a question. If one mail piece avoids a cost that 
an otherwise identical mail piece incurs, then the contribution on the first 
piece should be higher. In reality, any impact of PC Postage on 
contribution depends on what type of postage evidencing PC Postage 
customers used prior to PC Postage and how much that postage 
evidencing cost the Postal Service. 

If PC Postage customers typically used traditional meters prior to adopting 
PC Postage, then they were already avoiding stamp purchase costs. Or, if 
customers purchased stamps through postal vending machines or 
consignment outlets prior to adopting PC Postage, there are no window 
service cost savings. In addition, the method of postage evidencing 
(stamps, meters, etc.) is only one component of how much it costs the 
Postal Service to process a mail piece. The Postal Service has not yet 
explored all of the issues that have an impact on the costs that PC Postage 
potentially avoids and whether the Postal Service is able to capture those 
avoided costs. 

The Postal Service encourages customers to purchase stamps 
through channels that are most convenient to them and that are cost 
effective for them and for us. We offer a variety of stamp purchase 
channels because all things are not equal among our 260,000,000 
customers. For the overwhelming majority of our customers, the most cost 
effective method of affixing postage is by stamps, notwithstanding the 
convenience that meters and PC Postage may offer for some. Accordingly, 
we promote the use of alternative postage purchase channels to our 
customers via television commercial, print advertising, direct mailings, and 
signs in postal lobbies. Nevertheless, the Postal Service is optimistic 
about the future of the relatively new, but promising PC Postage 
technology and will continue to work with vendors to maximize its 
potential. 

65. The Service contends that automation programs are reducing costs at a 
faster rate than ever before. Nonetheless, there is concern that rising labor 
costs are wiping out savings from automation. 

a) How do you respond to this concern? Please provide productivity and wage 
and benefits cost figures to support your response. 

Savings generated by the letter automation programs are $468 million more 
in cumulative savings than had been projected for the program for the 
period of FY1988 through the end of FY1999. 
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The Postal Service experienced overall volume growth of more than 46 
billion pieces or 28 percent during the period of FY 1988 through FY 2000. 
Total work hours for the same period increased only 10 percent. Overall 
productivity (total volume/total work hours) for the period improved by 17 
percent. 

Before the automation programs began, distribution work hours were 34 
percent of the total work hours used within the Postal Service. These 
distribution work hours declined by more than 100 million hours or 20 
percent from FY 1988 through FY 2000, which was 25 percent of total work 
hours. The decrease in these work hours is directly attributable to the 
successful implementation of the automation programs. 

Even while the target work hours declined and volume grew, total salaries 
and benefits for the Postal Service increased approximately 64 percent 
from FY 1988 to FY 2000. For the same period, because of the decline in 
the targeted distribution work hours, their cost showed a dramatically 
smaller increase of approximately 19 percent. 

We are concerned about the increase in salaries and benefits. 


Preliminary 

FY1988 FY2000 Difference %Difference 

Total Volume (Million Pieces) 


206,615 


28% 

Total Work Hours (Millions) 

1.475 
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10% 

Productivity (Volume i Hours) 
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Taroeted Distribution Work Hours (Millions) 

499 

398 
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Total Cost oer Work Hour 


$ 27.64 
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49% 

Cost of Targeted Distribution Work Hours (SMillions) 
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19% 


66. While wage rates may be rising, automation savings can be realized by 
optimizing the deployment of labor through job transfers and/or attrition. 

a) Please describe the strategies the Service is employing to maximize the 
savings from automation within the constraints of the current labor 
agreements. 

The Postal Service is able to overcome constraints within labor agreements 
by careful advance planning to achieve the full measure of automation 
program savings. Deployment schedules are known well in advance and 
are communicated to field personnel so that they can start planning to 
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capture savings ahead of the equipment deployment. Additionally, 
positions can be identified in advance as automation affected and 
vacancies can be filled with temporary employees known as “transitional 
employees”. These employees receive a lower salary rate, virtually no 
fringe benefits and can be terminated when the automation equipment is 
activated. 

We are allowed another category of temporary employees, known as 
casuals for temporary work requirements. These employees also receive 
far less salary than career employees and have no fringe benefits. During 
FY 2000 the Postal Service saved $63 million by using more casual 
employees than planned and saved an additional $21 million through 
transitional employees. 

Our strategy to capture the savings from automation within Delivery is 
based on the following sequence of events: 

Letter mail automation produces mail in carrier delivery point sequence 
(DPS), and we are continuously working to increase the percentage of DPS 
mall. The new flats automation equipment now being deployed will 
produce mail sorted to firms and carrier case shelves. In the future our 
plan is to sort to block sector-segment, and in DPS. These activities 
reduce letter carrier office time by reducing the time required to manually 
sequence mail for delivery. By reducing carrier office time, the time 
available for street delivery can be extended through route restructuring 
and route adjustments. In the past, route adjustments were done based on 
the subjective opinion of the individual delivery supervisor. We are now 
exploring the use of formal computerized route optimization modeling to 
reduce aggregate carrier line of travel distance, and park points and relays 
within individual routes, to insure the most efficient total delivery network. 


67. To its credit the Service has improved in the areas of customer satisfaction 
and service performance. The Gallup Poll Customer Satisfaction Index 
combined ratings of Excellent and Very Good have improved two points from 
69 to 71 since 1997. 

a) To what do you attribute this increase in customer satisfaction? Please, to 
the extent that the data permits, discuss the increased satisfaction in terms of 
the types of service (e.g. - retail services, delivery service, customer inquiry, 
etc.). 

The CSM-Residential survey shows an increase in consumers’ rating of 
Overall Performance of the Postal Service from 69% ExcellentAfery Good in 
1997 to 71% in 2000. It is difficult to identify steady increases in one or two 
service attributes such as delivery or retail services that may have lead to 
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increased satisfaction. Rather, this increase can be attributed to small, 
incremental increases in several attributes over the past four years. 

b) What strategies does the Service intend to pursue to build on this success. 
For example, will the Service introduce new or revised empioyee training to 
improve customer satisfaction? 

The Postal Service intends to pursue several strategies to build on our 
success. For example, the Retail department has released Sales and 
Services Associate Training, mapping all of our products and services 
around the GIST principle. GIST stands for, Greet, Inquire, Suggest and 
Thank. As each new associate goes through on-the-job training, every 
product and service is framed around a customer approaching the retail 
counter. 

Additional training is designed for supervisors and postmasters. It utilizes 
a process flow chart of how the "perfect" retail sales path should flow. It 
also gives the management team a Retail Sales evaluation form and 
timeline for evaluating associates working in their offices. 

68, The Service reported that FY 2000 Quarter iii's 94 percent on-time deiivery 
performance for overnight First-Class mail adds to the string of performance 
increases in Quarter III over the past five years . 

a) How has EXFC overnight performance changed in Quarters I, II and IV over 
the last five years? 

b) How has EXFC 2/3 day performance changed in each of the Quarters and 
FY’s over the last five years? 

The attachment reveals the overnight, two-day, and three-day service 
performance trends for First-Class Mail since PQ I, FY 93. The titles shown 
on the trend chart are as follows: “commit 1” is overnight, “commit 2” is 
two-day, “commit 3” is three-day and PQ X, FY YY is “YY:X ” above each 
set of results. 

c) Does the Service have any plans to expand the panel of ZIP Code areas 
included in the EXFC system to include more volume? If not, please explain 
why the current panel is adequate. 

During PQ I, FY 1999, the delivery area covered by EXFC was expanded 
from 302 three-digit ZIP Codes to now, 463. This means that the total 
destinating volume represented in EXFC increased from 62 percent to 80 
percent. Given this recent expansion, and the fact that the Postal Service 
uses other internal methods to evaluate service performance, no further 
expansion is now planned. 
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69. The on-time performance of scheduled passenger airline has recently been 
dismal, Many major airports report percentage on time figures of less than 60 
percent. 

a) How has airline performance affected Express , Priority and First-class mail 
service particularly for 2/3 day mail? 

For Express and Priority mail that does not travel on dedicated air 
transportation, and for First-class mail, there has been a relationship 
between the decline in the on-time performance of scheduled passenger 
airlines and our service performance. During the period from March to 
August of 2000 there was a significant decline in the on-time performance 
of several major air carriers who transport mail. During the month of May, 
there was as much as a 16.9 point decline in the performance of United 
Airlines from the same period for 1999 (at 29 major airports). During the 
associated time period (accounting period 9), the Postal Service had an 
increase of 11.2 percent in average daily weighted failures for External 
First-Class Mail (EXFC) 2/3 day test pieces and an increase of 11.8 percent 
in average daily weighted Priority End-to-End (PETE) test pieces, from the 
same period 1999. 

This decline has continued with the on-time performance for the major air 
carriers at the 29 major airports being 69 percent for the month of August 
2000, with United Airlines' performance being 43.7 percent. 

b) Does the Service have the ability to separately track service failures 
associated with flight delays? If so, what percent of service failures were due 
to flight delays? 

The Postal Service does not have the ability to separately track the EXFC 
and PETE test pieces service failures associated with fight delays. We are 
only able to infer a relationship between declines in airline on-time 
performance and USPS service performance. Although there is no system 
in place to separately track service failures associated with flight delays, 
we have recently completed a study to estimate the difference between the 
Priority Mail performance levels for mail traveling by air versus surface. 
This analysis indicates that performance levels for mail scheduled to travel 
by air was approximately 1 5 percentage points lower than mail scheduled 
to travel by surface. 

70. The Board of Governors recently approved funding to design, deveiop and 
provide nationai impiementation of the Surface Air Management System 
(SAMS). The system is intended to provide the Postal Service with the ability 
to select the best combination of service and costs. The system is to include a 
database of existing transportation routes to be linked to mail processing 
equipment for purposes of helping postal management determine the 
optimum form of transportation to meet particular service standards. 
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a) Will plant routing managers have access to SAMS in order to optimize 
transportation routing on a daily, weekly, monthly or annual basis? Will the 
information be used at District, Area and Headquarters level and in what 
manner? How will the Transportation Management Service Centers utilize 
the information? 

Plant managers will have access to the SAMS server in order to optimize 
routings within the planning cycle, i.e., the current operating week and the 
week following. Information gathered from the SAMS server will be 
available for all management levels; it will be used to monitor conformance 
to established operating criteria, network diagnostics, and planning 
purposes. The Area Distribution Networks Offices will utilize the 
information in the same manner as Headquarters. 

b) Will SAMS be programmed to automatically select the optimal routing? 

The SAMS Server is dependent upon a planned routing file that is sourced 
from a nationally hosted planning system - National Air and Surface 
System (NASS). Area Distribution Networks staff and Headquarters use 
NASS to set optimal mode routings based upon dispatch window, existing 
transportation routes and service standard for the origin/destination pair. 

It is this process that yields an optimized routing for the SAMS server. 

c) What are the projected cost and savings from SAMS? Is the savings included 
in the $100 million per year breakthrough productivity savings in network 
cost? 

SAMS is projected to cost approximately $35 million. The system 
enhances the opportunity for the Postal Service to reduce the labor 
involved with the dispatch process and to optimize on our utilization of the 
transportation network. The savings are not included in the $100 million 
per year breakthrough productivity savings in network cost. 

71. The Postal Service has indicated that the Inspection Service has improved its 
data collection regarding the number of cases involving the use of off- 
premises delivery services, including post office boxes, for fraudulent 
purposes. 

a) Please describe how such data collection methods were improved. Please 
list the data elements in the database. Does the database include reports of 
alleged criminal activity as well as status of investigation and convictions? 

Has the Service generated new reports from the improved database? If so, 
please provide them to the Subcommittee as appropriate without 
compromising ongoing investigations. 

The misuse of commercial mail receiving agency (CMRA) and post office 
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box addresses to conduct criminal activity became more apparent over the 
last decade, particularly with the rise in credit card and identity fraud 
schemes. Most current law enforcement case databases were first 
designed in the 1980's. They were not engineered to track CMRA or PO 
Box involvement, as there was no apparent need at the time. Although 
consumers and businesses can immediately discern that a PO Box is not a 
physical location of a business or private residence, it becomes more 
difficult when a CMRA address reads "Suite 1250, Rodeo Drive," etc. For 
that reason, and to respond to the concerns of business mailers, the Postal 
Service proposed regulatory changes to the procedures governing CMRAs. 
Although the Inspection Service provided case examples to illustrate the 
problem, those opposing the rule changes pointed out that the information 
was anecdotal, with no empirical evidence supporting the proposal. The 
Inspection Service determined that no other law enforcement agency had 
designed databases to track this information either. Therefore, upon 
implementing the regulatory change, the Inspection Service resolved to 
enhance its case database to identify instances when CMRA or PO Box 
addresses were implicated in an investigation. 

The modifications to the Inspection Service case database are rather 
straightforward. If a CMRA or PO Box is the subject address at the point 
the investigation is initiated, there is an entry field that is flagged. The data 
fields are designed to capture both CMRA and PO Box use when one or 
both address options are used. We recognized the very real possibility that 
through the course of an investigation, use of a CMRA may be discovered 
where none was apparent at the onset. To address these occurrences, a 
field was created that prevents the closing of the case without identifying 
any CMRA and/or PO Box addresses used to further the scheme. 

The enhancements were made to our actual case database files, so all 
information, names, addresses, arrests, convictions, etc., will be included 
with any query. At the end of the first quarter of the fiscal year (December 
31, 2000) we will produce statistical reports showing the instances of 
CMRA or PO Box addresses appearing in criminal cases we are 
investigating. Since this is the first time we will use the enhanced system 
other than test runs, we will need to verify the accuracy of the reports. 

Upon verification we will provide the subcommittee copies of the specific 
information, absent any sensitive ongoing case particulars. Although data 
can be obtained running ad hoc reports, four specific production reports 
were designed to capture the information we felt would be most useful. 
Those reports are entitled as follows: 1) Current Open Cases With CMRA; 

2) CMRA by Investigative Project open/closed; 3) Post Office Box by 
Investigative Project open/closed; and, 4) Both CMRA and P.O. Box by 
Project open/closed. 

It should be recognized that it will take a year or more of data reporting to 
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draw meaningful conclusions regarding the use of CMRA or PO Box 
addresses to further criminal schemes. We will support the data by 
continuing to monitor actual cases for new schemes and to develop 
potential prevention measures. 

72. The Board recently approved funding to purchase 362 Automated Flat Sorting 
Machine 100s as a replacement for existing flat sorting equipment (FSM 
881s). The new equipment promises to improve customer service by allowing 
more flat mail to be processed on automation equipment during critical 
processing windows. The Service has indicated that savings from the 
program are expected to near $440 million annually. 

a) What is the deployment schedule forthe 362 newAFSMIOO’s? When will the 
approximate $440 million annual savings be realized? Following deployment 
of the 362 new machines how many FSM881’s will remain in the field? 

Deployment of the 362 new AFSM 100s is scheduled to begin in January 
2001 and end in March 2002. The full-up annual savings should be realized 
in May 2003. The exact number of FSM 881s that will remain in the field has 
not yet been determined, but the majority of them will be disposed of. 

b) What percentage of flats are currently processed manually and how will that 
figure be affected by the deployment ofthe362 new AFSMIOO’s? 

We perform 2 basic flat mail sortation processes. The first is performed in 
our plants where we sort mail down to the local Post Office level. About 18 
percent of flat mail handled in our plants is currently processed in manual 
operations. The newest purchase of 362 AFSM 100s will reduce that figure 
to about 1 1 percent. 

Once sorted down to the local Post Office level, a majority of the mail is 
sent to that Post Office where it is manually sorted down to carrier routes. 
There is also a significant amount of mail that comes into the Delivery Unit 
already presorted to 5-digits by our customers. This mail also requires one 
manual handling at the Delivery Unit to put it into carrier sequence. Before 
any of the AFSM 100s were deployed, about 50 percent of all flats were 
processed to the carrier route manually. The earlier purchase of 175 AFSM 
100s is reducing that figure to about 41 percent, and the newest purchase 
of 362 AFSM 100s will further reduce that figure to about 29 percent. Most 
of the remaining 29 percent is not a candidate for automation and will still 
be sorted manually at our Delivery Units. 

73. The Service has made remarkable strides in using automation to keep down 
the cost of processing letter mail. 
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a) Please discuss the challenges the Sen/ice faces in bringing the benefits of 
automation to the processing of flats. 

There are many challenges associated with automating flat mail processing 
operations that we did not encounter with our letter automation program. 
They include working with a non-uniform mail stream (i.e., wide variety of 
thickness and materials), developing the required sequencing and collating 
technology, and even a more difficult problem of finding sufficient space 
within existing facilities to deploy the necessary equipment. 

However, flats automation represents a great mutual opportunity for both 
the Postal Service and our customers. Our overall strategy for flats will 
integrate the needs and worksharing capabilities of our customers with the 
efficiencies of our mail processing systems, and the opportunities 
presented by delivery operations. Working together, we can repeat our 
successes in letter mail by applying the lessons learned and relevant 
technologies to flat mail processing operations. Today, we are already 
investing in material handling, working to identify and change mail 
preparation requirements in a mutually beneficial fashion, and using 
technology to its fullest. 

Our processing strategy is twofold and incorporates the most successful 
elements of the letter distribution plan into our flats program. First, we 
want to continue to automate flat mail processing operations to improve 
operational efficiencies and overall productivity. And secondly, we want to 
develop technology to delivery point sequence (DPS) flats the same way 
we now sequence letters. That’s a significant challenge, but we believe it is 
possible. 

For example, sequencing mail requires that all mail be available when the 
sequencing process begins. This was a reasonable conclusion for letters 
since they are dominated by First-Class Mail and must be delivered that 
day. The service standard requirement drove the immense number of 
machines required to execute a delivery point strategy for letters. The 
same is true for flats if we follow the service demand of publications. The 
dichotomy arises when we look at the advertising product. The direct mail 
industry seeks to optimize the logistics supply chain to minimize cost for a 
targeted delivery date. 

For a large component of advertising flats, the issue is not sequencing the 
mail but collating the various mailings into a single delivery point 
sequenced bundle for the letter carrier to deliver. Furthermore, the 
collating strategy requires far fewer and likely smaller machines because 
the advertising mailer could optimize the logistics chain and present the 
mail with sufficient lead time that machines can work around the clock 
rather than In a very constrained time period as with sequencing. 
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74. Last year the Service initiated Electronic Merchandise Return Service 
(EMRS), an Expedited/Package Services initiative that enables customers to 
more easily return merchandise purchased online. 

a) Is there a fee associated with this service? Specifically, does the “e-taiier” or 
the consumer pay an additional fee beyond the return postage for the 
service? 

In addition to postage and fees for special services such as insurance and 
delivei^ confirmation, "e-tailers” pay a Merchandise Return Permit fee 
($100) once each 12-month period. A transaction fee is also assessed for 
each package returned under the permit (30 cents). 

b) How many “e-tallers” participate in the EMRS program? 

In addition to postage and fees for special services such as insurance and 
delivery confirmation, "e-tailers" pay a Merchandise Return Permit fee 
($100) once each 12-month period. A transaction fee is also assessed for 
each package returned under the permit (30 cents). 

c) How many packages have been returned using the new EMRS since its 
introduction? 

Average estimates are 2,000 per Accounting Period. Total AP 1 = 2745 

75. Under the EMRS program customers can then place the label on the box of 
merchandise to be returned and take the box to the post office, place it in a 
coilection box, or hand it to their letter carrier. 

a) For zone rated mail how is the return postage calculated? What ZIP Code of 
origin and destination is used? 

Charges are collected for each article as postage due at the time of delivery 
or from a centralized advance deposit account. Each label is required to 
have a customer's return address. The zone-based rates are calculated 
according to the return ZIP Code on the label. If there is no return address 
or postmark, zone-based rates are calculated at Zone 4. 

76. Claiming "growing success’ the Postal Service recently expanded Priority 
Mail Global Guaranteed (PMGG) service to over 200 countries. The Service 
claims that PMGG provides “market-tested vaiue in terms of both service and 
price.” The PRC’s FY1999 Report to Congress on internationai Voiumes, 
Costs and Revenues indicates that for FY1999 the Service had about 7, 000 
pieces in total and that revenues from did not come close to covering the cost 
of PMGG. It appears that the market has not responded favorably to this new 
offering and that PMGG is a financial burden on the Postal Service. 
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a) Given this experience how can the Service claim that PMGG has been shown 
to be a “market-tested value." What has the volume of PMGG been YTD in 
FY2000? 

On October 1, 2000, the Postal Service announced several significant 
enhancements for its premier international expedited service not the least 
among them, a name change. Priority Mail Global Guaranteed (PMGG), as it 
is referred to in this question, became Global Express Guaranteed (GXG). 

In addition, GXG has been expanded from what had been a “documents 
only” service to also provide a full package delivery service with a separate 
classification of mail. GXG provides date certain delivery to more than 200 
countries and territories and its nationwide retail availability has been 
expanded twofold to approximately 20,000 retail locations. The USPS 
Board of Governors expressed its confidence in this fledgling program by 
approving designating it as a “permanent service,” further evidence of its 
evolving maturity. Taken as a whole, this significant step forward came as 
“PMGG” demonstrated its market relevance as it continued to show steady 
growth through every AP (accounting period) since its inception in April of 
1999. Also of significant note was the steady progress made in terms of 
systems integration as the Postal Service’s processes came together with 
those of DHL Worldwide Express, Inc. These were vital steps as we moved 
toward a fully featured service offering. On the question of volume, a year- 
to-date volume for the service would primarily reflect volume for the 
“documents only” service and would not be a relevant measure for where 
the service is now positioned offering both a document service and a 
merchandise service. Additionally, the information regarding volume is 
proprietary business information of both the Postai Service and DHL. 

b) What criteria has the Service used to determine whether PMGG as currently 
offered has generated sufficient demand to justify expansion? 

The goal since inception has been to offer the kind of fully featured, cost 
efficient premium service Postal customers should have every right to 
expect. To reach that goal and to bring us to the point of the recent 
expansion, a number of measurements have been employed such as 
volume growth, customer service and satisfaction, integrity of delivery, 
systems integration and function compatibility. DHL’s existing 
infrastructure including its global reach with track and trace capabilities 
allowed us to achieve these objectives within a reasonable timeframe while 
maintaining fiscal responsibility. 

c) Last year you said, "future customer satisfaction indexes will determine the 
future of this program.” Please provide the results of such customer 
satisfaction indexes and a full explanation of how this indexes were 
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developed. Include in you response the survey questionnaires and a full 
explanation of the survey sample design. 

The results of a customer satisfaction survey, conducted for us by Harte 
Hanks teii us that customers have been satisfied with the service. The 
results of the customer satisfaction indices and how they were deveioped, 
as weii as the survey questionnaire itself, are considered proprietary 
information. We wouid be pieased to brief the subcommittee on these 
issues. 

d) Last year you said that “internally tabulated raw numbers on delivery times 
and guarantees will not measure the success of this service since each case 
is different. ” Despite your opinion regarding the usefulness of such numbers 
the Subcommittee again requests such figures for the record. Please provide 
the on-time delivery scores for PMGG and the number of claims and refunds 
for service failures. 

The position taken in response to last year’s inquiries remains valid and 
reievant. As aiready indicated in response to other questions submitted 
this year, the measure empioyed to determine the success of this program 
is a mosaic and not iimited to any singular set of numbers. As a part of this 
overali picture, it is fair to say that deiivery scores are meeting 
expectations and that ciaims are iow and refunds few. 

e) Please explain how PMGG has been marketed. What customer segment(s) 
has PMGG been marketed to? What were the total advertising costs for 
PMGG last year and year to date? 

PMGG has been marketed to smail business and consumer segments 
whose internationai expedited maiiing needs were not being met as 
evidenced by the erosion that had been detected in the Postal Service’s 
share of that market. This customer is generaiiy subject to pubiished rates 
and does not receive retail discounts but shouid receive the best service 
the Postal Service can offer. We beiieve GXG fuifiiis that commitment. In 
addition, we are reiuctant to offer information about advertising costs 
because it is proprietary to both the Postai Service and DHL. 

77. According to the Subcommittee’s calculations, to cover its product specific 
costs reported in FY1999 PMGG volumes would have to increase 
approximately tenfold. 

a) Does the Service anticipate that it will increase volumes to cover its product 
specific costs in FY2000? If not, when does the Service anticipate that 
PMGG will cover its cost? What is the nature of these product-specific costs? 
Are these so-called start-up costs and, as such, will not be incurred again? 
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While critical to the development of GXG, PMGG performance measures of 
the “documents only” service cannot be used to predict the future for this 
GXG service. It is now available in more than 20,000 locations nationwide, 
up from 10,000; it now serves more than 200 countries and territories 
around the world, including China; and it has moved from a “documents 
only” service to also providing a full merchandise delivery service with a 
separate classification of mail. While PMGG the original “documents only” 
service was a necessary offering to lay the foundation, today GXG has 
many more attributes that will make it successful financially and in the 
marketplace. Its viability will be further enhanced since necessary start up 
costs, in large measure, have already been incurred. Nonetheless, and 
understanding that market conditions are not always predictable, our goal 
is to develop GXG as a successful service and have it recover fixed costs 
associated with starting the new service over time. 

78, The Service recently announced the first commercial availability of the USPS 
Electronic PostmarkTM (EPM). The EPM is a feature designed for email 
subscribers interested in ensuring a higher level of security for their electronic 
messages and will be available through participating email providers as an 
add-on feature. 

a) To date how many service providers have added EPM as an optional feature 
to their email messaging sen/ices? 

EPM is used by one service provider external to the USPS. The Postal 
Service also uses EPM in its own PosteCS product. 

NOTE: The Postai Service regards this information as proprietary and 
requests that it not be disclosed publicly. 

b) To date how many customers have used EPM? 

We have sold one million EPMs to a private sector company with an option 
for another miilion in year two. (This is a service provider who reseiis to its 
customers.) Currently, there are 718 customers enrolled in PosteCS. 

NOTE: The Postal Service regards this information as proprietary and 
requests that it not be disclosed publicly. 

c) To date how many messages have been transmitted using the EPM? 

Four hundred sixty transactions have been sent through PosteCS. We 
have no information for the private company that purchased USPS EPMs. 

NOTE: The Postal Service regards this information as proprietary and 
requests that it not be disclosed publicly. 
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79. The Service contends that Electronic Postmark was developed in response to 
requests from customers for stronger levels of trust and security, backed by 
the brand of the United States Postal Service. 

a) Please discuss how these requests were received from customers? How 
many requests were received? Were these requests unsolicited or were they 
the result of market research by the Postal Service? 

The idea for the EPM was a logical extension of the physical postmark to 
the electronic world. Based on focus group and other market research, as 
well as one-on-one customer discussions at trade shows, the EPM concept 
originally evolved as an email application, which was later transferred to 
the web. 

b) Please provide the volume projections in the EPM business plan. 

38 MM transactions in FY 2001. 

NOTE: The Postal Service regards this information as proprietary and 
requests that it not be disclosed publicly. 

80. The Service contends that Electronic Postmark represents the first in a suite 
of electronic products and services offered by the Postal Service under the 
umbrella concept of Postal Secure ServicesTM. 

a) Please describe the other electronic products that will be offered under the 
umbrella concept of Postal Secure Services. 

The services we are currently placing under this “umbrella” are as follows: 

NetPost.Certified: Service that provides confidential, assured 
delivery of electronic documents to the government. Completed electronic 
deliveries are immediately certified back to the sender. NetPost.Certified is 
the electronic equivalent of today’s hard copy Certified Mail. 

Certificate Authoritv/Public Key Infrastructure (CA/PKh: The 
Certificate Authority program issues Digital Certificates that are the 
electronic IDs of the Internet. Certificates are used to identify and 
authenticate senders of electronic messages. 

PosteCS: Post Electronic Courier Service™ (PosteCS) is an Internet- 
based secure document delivery service. It is integrated with the USPS’ 
Electronic Postmark™ digital authentication system and delivers important 
or sensitive documents from companies or individuals to anyone with an 
email account and a Web browser. 
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Electronic Postmark (EPMk An Electronic Postmark (EPM) is similar 
to a paper postmark. It creates a secure electronic time and date stamp for 
electronic communications. It also provides evidence of any tampering, 

b) Please describe from a technical standpoint how the Postal Secure Services 
are more secure than other similar electronic products offered by other 
service providers. 

The Postal Service ensures that: (1) ail program management, 
programmers, developers, and operational support personnel have LISPS 
sensitive clearances: (2) all servers are located in secure facilities; (3) each 
product has undergone the LISPS information Technology certification and 
accreditation process; and (4) the trusted third party status of the Postal 
Service and our commitment to secure delivery is part of every product 
offering. 

c) How does this product fit in with the universal service mandate, oris this a 
competitive product? If competitive, how/why is it competitive and what is its 
advantage over existing competitive products? 

The Postai Reorganization Act does not exclude competitive services from 
the universal service mandate. For example, 39 U.S.C. § 403(a) specifically 
requires the Postal Service to deliver parcels throughout the United States. 
The Postal Rate Commission has treated certain parcel air transportation 
costs in Alaska as institutional costs on the basis of a rationale that these 
are costs of universal service. Section 101(f) stresses the importance of 
overnight service for letters nationwide. 

We think that Postal Secure Services can assist in bridging the digital 
divide so that all Americans can have access to the benefits of internet 
technology. The President’s Budget for Fiscal Year 2001 called for the 
Postal Service to be an enabler in e-commerce. Under the Postal Service 
section (pp. 1195-1196), the Postal Service is encouraged to “examine the 
emerging communications technologies and to cooperate with the private 
sector on issues of integration, directory service and strategic alliances 
that will facilitate the development of secure and reliable electronic 
messaging networks.... The Postal Service should assist in developing 
future messaging systems. The Postal Service’s participation should 
recognize the changing needs of its business, governmental, and 
individual customers; should focus on determining appropriate means for 
public and private sector cooperation; and should be consistent with the 
agency’s vision of evolving into a premier provider of 21®* century postal 
communications.” The Postal Service sees itself as enabling the private 
sector through partnerships with private sector companies. 
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81 . In April the Service announced an agreement with Wackenhut Courier 
Service to transport shipments from Santiago, Chile and other major markets 
in South America, to the United States for delivery through its Priority Mail 
system. Under the agreement Wackenhut will accept shipments in Chile, 
transport them to the United States, clear them through commercial customs 
and then enter the pieces into the Postal Service Priority Mail system for 
delivery. 

a) When Wackenhut enters the pieces into the Priority Mail system will the 
Postal Service be paid the full applicable Priority Mail postage published in 
the Domestic Mail Classification Schedule? If not, at what rate will the pieces 
be charged 

Wackenhut Courier Service is required to pay postage for Priority Wlaii in 
accordance with Priority Maii rates as published by the USPS at the time of 
mailing. 

b) Will such pieces be required to meet the makeup and mail marking 
requirements for Priority Mail? 

Yes. All pieces must comply with the makeup and mail marking 
requirements set forth for Priority Mail in the Domestic Mail Manual. 

c) How will such pieces be identified and reported in RPW and the costing 
systems? 

These pieces will be reported through the PERMIT system and be 
summarized in the "International Other Mail" line of the RPW report. For 
the costing systems, this mail will be classified as domestic mail at the 
time of sampling, but final costs will be adjusted to move these costs to 
international. 

d) Will the domestic costs of such pieces be included in the attributable cost of 
Priority mail? 

No. See response to 81c, above. 

e) Is there a separate rate schedule for products and services under the 
agreement with Wackenhut? If so, please provide it for the record and 
discuss how the rates were developed. In addition, what is the estimated cost 
coverage for such a product? 

There is no separate rate schedule for products and services under the 
Wackenhut agreement. It pays Priority Mail rates. We estimate the cost 
coverage to be higher than the average Priority Mail piece accepted at retail 
because acceptance costs will be lower. 
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82. In the last omnibus rate case, Docket No. R97-1 , the Service estimates of its 
FY 1997 (the interim year) financial results were dramatically different from the 
actual results. That difference in lai^e part was due to the Service’s 
overestimates of its test year costs particularly for “other programs.” 

a) How accurate were the estimates of the FY2000 costs in Docket No. R2000- 
1 ? Piease provide for the record a table indicating the estimated FY2000 
costs for other programs compared to the actual costs for “other programs’’. 

In rate case usage, “other programs” is one of the six sources of change 
used to estimate the total change in expenses by cost segment and cost 
component between two years. Other sources of change are cost level, 
mail volume effect, non-volume workload effect, additional workday effect, 
and cost reductions. The incremental change in costs for management 
initiated programs and corporate-wide activities are determined from the 
budget process and incorporated into the impacted rate case cost 
components using the other program change column. This method results 
in estimated rate case costs by cost component, but in most cases not by 
program or corporate-wide activity. As a result there are no rate case 
expense estimates by program to compare to actual program expenses. 
However, since in the rate case other program changes were based on the 
program and corporate-wide activity changes estimated for the operating 
budget, a comparison of the budgeted expenses to actual program and 
corporate-wide expenses provides a reasonable basis for determining the 
accuracy of the other program amounts reflected in the rate case. 

The total budgeted and actual amounts for Headquarters Administered 
Programs and Corporate-wide Activities are reflected in the table below. 
Also shown is the same information for eight of the larger programs that 
account for slightly more than half of the total amount. 

Also included under the other program column are miscellaneous expense 
categories that are not appropriate for inclusion under the other source of 
change columns. These include changes in interest, depreciation, centrally 
budgeted personnel cost such as workers’ compensation and annuitant 
costs, and other miscellaneous items such as accounting and reporting 
changes. 


FY200Q fSmillionsi 

AO infrastructure 
MTESC 

Priority Maii Network 


Prelim. 



Actuai 

Budaet 

% Variance 

83.5 

90.6 

- 8.5 

280.1 

276.4 

1.3 

512.1 

463.1 

9.6 
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Delivery Confirmation 

59.5 

68.1 

-14.4 

Point of Service 

73.3 

94.5 

-29.0 

Network Ops/Telecom 

53.4 

58.2 

- 9,1 

Recurring Mail Transport 

163.1 

170,5 

- 4.5 

Corporate Advertising 

158.0 

161.8 

- 2.4 

Subtotal 

1,383.0 

1,383.2 

- 0.0 

Grand Total 

2,605.7 

2,710.9 

- 4.0 


b) How accurate were the estimates of the FY2000 revenues in Docket No. 
R2000-1? Please provide for the record a table indicating the estimated 
FY2000 revenues by subclass compared to the actual revenues. 

Actual FY2000 revenues were 0.17% below forecast. This is based on a 
preliminary, unaudited RPW report. Final results may be slightly different. 
We have presented these data as they are presented in the rate fiiing to the 
extent that the necessary detaii is available. 


Summary of Revenues 

Comparison of Rate Case Projections and FY Results 

Fiscal Year 2000 


(Thousands) 



II II 


Revenues 


Preliminary 


Docket 




Actual 


R2000-1 


Variance 













Single-Piece Letters and Sealed 

Parcels 

21,774,114 


22,470,798 


(696,684) 

Presort and Automation Letters 

12,552,955 


12,300,297 


252,658 

Total Letters 

34,327,069 


34,771,095 


(444,026) 

Single-Piece Cards 

559,432 


593,456 


(34,024) 

Presort and Automation Cards 

446,701 


417,473 


29,229 

Total Cards 

1,006,133 


1,010,928 


(4,795) 

Total First-Ciass Mail 

35,333,202 


35,782,023 


(448,821) 







Priority Mail 

4,837,056 


4,740,686 


96,370 







Express Mail 

996,100 


994,373 


1,728 







Mailqrams 

1,519 


1,312 


207 







Periodicals 






Within County 

76,717 


78,090 


(1,373) 
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Outside County: 






Nonprofit 

338,784 


325,163 


13,621 

Classroom 

14,439 


13,456 


983 

Requiar-Rate 

1,723,034 


1,812,341 


(89,307) 

Total Periodicals 

2,170,690 


2,229,049 


(58,359) 







Standard Mail (A) 






Regular 

8,618,800 


8,464,503 


154,297 

Enhanced Carrier Route 

4,879,448 


4,896,106 


(16,657) 

Total Commercial 

13,498,248 


13,360,609 


137,639 

Nonprofit 

1,396,917 


1,438,278 


(41,360) 

Enhanced Carrier Route 

216,343 


236,456 


(20,113) 

Total Nonprofit 

1,613,261 


1,674,734 


(61,474) 

Total Standard Mail (A) 

15,193,282 


15,035,343 


157,939 







Standard Mail (B) 






Parcel Post 

1,041,927 


1,123,975 


(82,048) 

Bound Printed Matter 

502,902 


463,307 


39,594 

Special Rate 

317,944 


324,472 


(6,529) 

Library Rate 

47,123 


47,742 


(619) 

Total Standard Mail (B) 

1,912,305 


1,959,497 


(47,192) 











J 


Source: R2000-1 proiections from Exhibit USPS-32C, page 1 of 2, as revised 4-21-2000. 

FY 2000 results based on a preliminary RPW report. I 


83. The Service has kept the Subcommittee periodicaliy informed on its efforts to 
respond to the recommendations contained in the Data Quaiity Study. For 
the record: 

a) Please discuss the areas of improvement in the quality of the data used to 
support the Docket No. R2000-1 filing 

In the Docket No R2000-1 filing, the Postal Service submitted new studies 
and analyses addressing the recommendations of the Data Quality Study 
Report, including : (1) new mail processing data and analyses, (2) an 
updated street time sampling study, (3) an updated load time variability 
study, (4) a more thorough assignment of specific costs to Priority and 
international mail (these costs had previously been treated as Institutional), 
and (5) improved documentation of the Transportation Cost System sample 
design. 

b) Please discuss the enhancements the Service has made and plans to make 
to its ratemaking data systems independent of the Data Quality Study 
recommendations. 
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For RPW, the Postal Service is pursuing a simplified RPW system that will 
be based more on mail characteristics and less on data collector judgment. 
It will be easier to train data collectors in this new instrument and the 
establishment of this new approach will open the way to a merger of the 
RPW and GDIS systems, another enhancement the Postal Service is 
pursuing. Additionally, in FY 2001, RPW panel offices for CAGs F through 
L were rotated. 

The Rural Carrier Cost System was redesigned in Fiscal Year 1999 to 
improve the accuracy of costs for Delivery Point Sequenced mail. The 
Form 2848 subsystem for collection mail on rural routes was revised to 
more accurately reflect product costs, and was automated to eliminate 
paper forms being sent to headquarters. 

The panel of offices sampled in IOCS is being rotated. The first two phases 
of this project have been completed. In the first phase, implemented in FY 
2000, all mail processing plants that were not already in the sample were 
included. In the second phase, implemented at the beginning of FY 2001, 
the CAG C panel was reselected. The sample office in the remaining CAGs 
will be rotated over the next few years. 

Documentation of the sample design and computer processing systems for 
all cost systems has been completely updated and significantly improved, 
as part of an overall review of these systems. This improved 
documentation, filed in R2000-1, makes the systems much more 
understandable to intervenors, auditors, contractors and new employees. 

Extensive efforts have been made to improve data collector training for the 
ratemaking data systems. Structured on-the-job training materials have 
been developed and are being used to help ensure data accuracy. 

84. The Data Quality Study did not address the issue of non-sampling error. In 
explaining the possible causes for the original FY 1 998 RPW underestimate 
of parcel post revenues the Service offered a number of scenarios. We 
understand this issue has been raised in Docket No, R2000-1 . 

a) Has the Service developed any additional theories as to why the DRPW 
system underestimated parcel post review beyond those presented to the 
Subcommittee last year? 

No. At this time our analysis and evidence still points to the same 
hypotheses we presented to the Subcommittee last year. The Postal 
Service's opinion is that the existence of certain types of "noncountable" 
mail in RPW sampling (i.e., mail that is not to be sampled) caused data 
collectors to incorrectly infer permit imprint Parcel Post was not to be 
sampled. In its recent recommended decision, the Postal Rate 
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Commission found that revision to RPW reports that corrected the 
undercount drew upon better quality BRPW data and constituted an overall 
improvement in data quality. Moreover, the Commission cited with 
approval the extensive efforts to investigate this issue. 

85. It would seem that if data collectors fail to identify parcel post in RPW 
sampling so too they would fail to identify parcel post In the costing systems 
that sample mall (e.g. - TRACS, City Carriers, Rural Carrier and IOCS). 

a) Do you agree that a similar problem might exist? If so, how has the Service 
addressed this problem. If not, please explain in detail why not 

No, we do not agree there is a similar problem. In the cost systems, data 
collectors sample all categories of mail; there are no "noncountable" 
categories of mail. 

86. Last year the Subcommittee asked you to estimate the impact that pending 
“E-Sign" legislation would have on postal volume and revenues. Since then 
the President signed into law the Electronic Signatures in Global and National 
Commerce Act. You previously responded that much of the transaction 
volume in the industries affected by the legislation are outside of Postal 
Service mail streams. You estimated that the volume impacted by such 
legislation is extremely small and would not warrant a special study to 
determine its significance. 

a) Please explain how you determined that transactions impacted by the 
electronic signature legislation are for the most part carried outside of the 
Postal Service's mailstreams. 

We saw the “E-Sign” legislation affecting business communities like legal 
services and banking. Our assumption in the past has been that many of 
the signed documents are also time-sensitive. As a resuit, other overnight 
delivery providers already carry them. The USPS does not have a large 
part of the market share in the overnight document deiivery market and, 
therefore, wouid not be substantially impacted. 

b) Does the Service have information on the number of mail pieces that contain 
original signatures necessary to transact commercial and personal business? 
If not, how can you say that the electronic signature legislation will have little 
impact on Postal volumes and revenues? 

The USPS does not have information on the number of mail pieces 
containing original signatures. We would need to conduct customer 
research to develop precise estimates of the impact of the iegisiation. Our 
market research staff has considered the impact based on our existing 
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general knowledge of the marketplace, and they will continue to monitor 
developments and trends. 

87. In July the Treasury Department announced two new electronic initiatives that 
will serve as government-wide payment and collection portals. Pay.gov, 
developed by Treasury's Financial Management Service's Electronic Money 
Program Office, will allow citizens, businesses and federal agencies to process 
transactions, such as government collection of fees, fines, sales, leases, loans 
and certain taxes, on the Web. 

a) What impact will the Pay.gov initiative have on the Service’s volume, revenues 
and contribution to institutional cost? 

As with the "E-Sign" initiative, the likely impact is small in the short term. 
Many businesses already make these types of payments outside the 
mailstream (i.e.: direct debit, EFT). The impact of SOHO-type businesses 
and consumers switching to electronic payments may increase in the 
longer term. As is the case with other electronic payment systems, 
however, it appears that there is little inclination among mainstream 
consumers to use electronic alternatives in the short term. 

88. You reported that the Service delivered 32 percent of packages generated by 
electronic commerce in the 1 998 holiday period. 

a) How was this figure developed? If available, please report the comparable 
figure for 1999. 

The reference of 32% was derived from studies developed by Zona 
Research of California. At this time, there is no certifiable data on the 
percentage the USPS delivered for 1999. 

b) What specific marketing strategies have you implemented to make electronic 
commerce providers and customers aware of the products and services offered 
by the Service as a delivery option for the 2000 holiday season? 

There are three activities that will be employed that will create awareness 
to both providers (commercial customers) and their customers. 

For commercial customers (providers) the current USPS sales organization 
will be working closely with both traditional retailers and pure e-tailers by 
assisting them in understanding USPS package services and which 
product or combined products best meet their needs for the distribution of 
merchandise. 

The web page - USPSPRIORlTYMAIL.COM - was designed specifically for 
commercial customers in support of managing the return process that 
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creates approximately a 20% - 40% return of merchandise, depending on 
the particular item. 

The third activity that will educate and create awareness for residential 
customers (consumer) is built around advertising. USPS (E/PS) package 
service advertising during the holiday period will focus on Priority Mail as 
the service of choice if you are ordering on-line and receiving your item at 
home. Additionally, this advertising will be aligned with a very well known 
retailer/e-tailer. The intent of this joint advertising is to communicate to the 
consumer that you are as good as the company you keep. The call to 
action will be “if a well known retailer/e-tailer uses the USPS, why don’t 
you?” 

c) Has the number of package delivery firms increased over the last year? If so, 
by how many? Does the Postal Service consider Federal Express Home 
Delivery to be a serious threat to its package products business? Please 
discuss what strategies if any the Service is pursuing to maintain its market 
share in the face of increased competition from package delivery firms. 

The overall package market has had few entries into the delivery segment. 
UPS, Fed Ex and the USPS still remain the major providers for package 
delivery. Fed Ex’s Home Delivery certainly will have some impact on the 
USPS package delivery. Their existence is still considered as a start up 
venture and little is known as to their primary target market. It should be 
mentioned, however, that although not new to the package delivery 
business, Airborne Express and Emery Worldwide are two firms that have 
intensified their activities in this area by selecting the Postal Service as 
their delivery agent for airborne@home service and Emery@Home. Both 
firms have opted to take advantage of the workshare discounts program 
authorized by the January ’99 rate case. That same program has triggered a 
growth spurt in the consolidator industry as new firms have sprung up in 
various regions of the country. 

Overall, the US Postal Service will continue to pursue a strategy that 
focuses on price as our competitive advantage. This is the message that 
both our sales organization and advertising will communicate. While 
Priority Mail will be the base product of our offer, as a result of the pending 
rate adjustment, a bundled approach will be used as appropriate and 
include the cost savings that Parcel Select can offer. 

d) If the number of entrants in the package delivery sector have increased has the 
Service detected increased competition on price and/or service? Please explain 
your answer. 

Primary competition continues to be UPS which has the lion’s share of the 
ground parcel market. 
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89. It has been reported that the Service is testing the use of First-Class postage 
stamps as a form of "micropaymenr device. That is, to use stamps as legal 
tender to pay for non-postal goods and services. 

a) Please provide a description of this use of First-Class postage? 

USPS MicroPaymentTMis a service currently being tested that allows 
marketers to design reply cards- either Business Reply Mail (BRM) or 
Courtesy Reply Mail (CRM) cards- advertising low price point offers, 
whereby customers can pay for the item(s) by affixing First Class postage 
stamps on the card itself. Under the USPS MicroPaymentrm program, 
vendors would be allowed to receive payments for goods and services, 
priced between $1 and $10, in the form of postage stamps affixed to a 
postcard or a similar item. The vendors would return the stamps to the 
Postal Service and receive refunds in an amount less than the face value of 
the stamps. 

USPS MicroPaymenttM supports the core mission of the Postal Service by 
providing efficient ways for businesses and consumers to transact 
business through the mail. 

How and to what extent will the Service benefit from the use of postage for 
payment? 

The Postal Service benefits in several ways by offering the USPS 
MicroPaymentriM service to businesses and consumers. 

Customer Demand 

The Postal Service benefits from this new service by responding to 
customer demand. Many Postal Service business customers are in need of 
a secure, easy, and convenient payment system that would allow them to 
offer a safe and convenient transactional process for low price point 
merchandise offerings. Consumers benefit as a result of having an 
alternative to enclosing cash, writing small dollar value checks, or using 
credit cards for these small price point purchases. 

New Revenue 

USPS MicroPaymentwiW benefit the Postal Service by creating a new 
revenue stream that enhances the ability to keep price increases to a 
minimum. Revenue from the USPS M/croPaymenf™ program comes from 
several sources. 
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The first results from advancing retail sales of postage stamps to replenish 
stamp stock used for USPS MicroPaymentTM, which accelerates the 
purchase frequency and total gross sales of retail postage stamps. The 
total gross sales of retail postage stamps minus the redemption of the 
affixed postage equals the marginal contribution, which offsets processing 
and operational costs. 

Another form of new revenue comes from the generation of new 
incremental BRM and CRM volume. Increased volume is generated as a 
direct result of higher response rates from consumers, when offered the 
convenience of the USPS MicroPaymentTM option. 

Additional revenue can also be realized as marketers choose to use the 
Postal Service as the delivery mechanism for the fulfillment of the 
outbound merchandise. 

New volumes and revenues can be derived as a result of product 
fulfillment, including follow-up correspondence and/or additional offerings 
to satisfied customers. 

Has micropayment by postage been subjected to the New Products Review 
Process? 

USPS MicroPaymentTM has been subjected to a rigorous review process 
conducted by a cross-functional review team. 

Appropriate functional areas participated in the review process for this 
potential new service, including Marketing; Directives Management; 
Inspection Service; Mail Preparation and Standards; Post Office 
Accounting; Business Evaluation; Stamp Services; Classification & 

Product Development; Chief Counsel, Marketing; Chief Counsel, Rates and 
Classification; Administration & Records; National Accounting; and Field 
Operations. 

Has the Service consuited with any executive agency such as the Treasury 
Department as to whether the use of postage in this manner is appropriate? 

The Treasury Department has informed us that the MicroPaymentTM 
program does not violate any Treasury regulations. A criminal statute, 18 
U.S.C. § 336, arguably could be read to criminalize the use of postage 
stamps as currency for obligations of less than $1. This law was enacted 
in 1882 to address concerns about the impact of the Civil War on the 
supply of currency. Although this law became archaic well over a century 
ago, as a matter of caution, we are not accepting payment for obligations of 
less than $1 until we obtain an opinion from the Department of Justice 
confirming that it would not propose to enforce 18 U.S.C. § 336 against a 
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participant in the MicroPaymentTM program. 

90. There are indications that for FY 2000 the Postal Service revenue will be well 
below plan. 

a) Please provide a detailed breakdown of the revenue variance from plan by 
class of mail. 


Postal Service FY 2000 Revenue by Major Classes of Mail 


Mail Class 

Prelim. 

Actual 

Plan 

Variance 

% 

First-Class 

35,516 

36,031 

(515) 

-1.4% 

Priority 

4,837 

4,816 

21 

0.4% 

Express 

996 

990 

7 

0.7% 

Periodicals 

2,171 

2,199 

(29) 

-1.3% 

Standard Mail (A) 

15,193 

15,325 

(132) 

-0.9% 

Standard Mail (B) 

1,913 

1,959 

(46) 

-2.4% 

International 

1,658 

1,677 

(19) 

-1.2% 

(Millions of dollars) 






b) With respect to each class of mail, including underlying market trends, please 
discuss the major factors which led to the revenue variance. 

There was revenue growth in every major category and overall growth 
versus SPLY was 3.1%. Growth was slightly below the level In the plan 
despite the fact that a strong economy should have aided volume and 
revenue in most or all classes. 

Within First-Class, however, single piece mail fell. This accounted for over 
a half billion dollars of the revenue shortfall. A number of factors seemed 
to influence this. There was weakness over most major business 
segments, Including the financial services sector and publishing. Financial 
services consolidation, changing business practices, and electronic bill 
payment may all have contributed to the shortfall. 

Periodicals finished 1.3% below plan, reflecting the delayed impact on their 
businesses of reduced sweepstakes marketing. 

Standard A growth was negatively affected by advertisers reorienting their 
marketing strategies and at the beginning of the year by sweepstakes 
publicity. Nevertheless, it finished the last three quarters at or above GDP 
growth and ended the year just 0.9% below plan. 
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Parcel post revenues were 5.3% below plan principally reflecting the lower 
yield from drop-shipped parceis while retail parcels dropped substantially. 

91. The Subcommittee is interested in the status of the supplier diversity 
program. 

a) Please provide an update on the Service’s efforts to target advertising dollars 
to minority communities and facilitate the use of minority vendors. 

Recognizing the significance of these specialty markets, the Postal Service 
is making an aggressive effort to better understand and, as a result, serve 
these constituencies. For the first time ever we awarded three of the seven 
contracts that make up the core of our National Advertising Program to 
multicultural businesses. The overall contractual packages span five 
years. One contract was awarded to Chisholm Mingo, a minority business. 
Chisholm will focus on the African-American sector. A second went to 
Asianese, a minority /woman owned business that will address marketing 
issues within the Asian sector. A third went to Bravo, a firm that will focus 
on Hispanic marketing support. Bravo is not purely a minority-owned 
business; it is a subsidiary to a larger firm, but it is minority managed. 

We've also added an overall "diversity" focus and flavor to our general 
advertising programs and strategies. 

b) Please provide an update on the Service’s efforts to involve more minority 
businesses in purchasing. 

Let us say, at the outset, that our record on supplier diversity is a good 
one. Because our business and financial challenges are more similar to 
those of the private sector than those of government agencies, the Postal 
Service has adopted more of a private-sector approach to supplier 
diversity. That approach is based on strengthening our supplier base by 
reaching out to identify strong suppliers and providing them with 
opportunities to compete for our contracts. When we benchmark our 
results against either the public or the private sectors, we find ourselves 
clearly among the leaders using small and woman-owned businesses, and 
above average with regard to minority businesses. We must point out, 
however, that direct comparisons are difficult; there are wide differences 
among the data (and the bases for the data) available for comparison. 
Nevertheless, we believe our record shows we are committed to 
continuous improvement. 

We have a wide range of programs and efforts aimed at promoting the 
involvement of small, minority and woman-owned businesses in our 
purchase opportunities. We maintain close relationships with a number of 
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the national associations and their affiliates that support supplier 
development and diversity throughout the country. These include National 
Council of La Raza (NCLR), National Urban League (NUL), United States 
Hispanic Chamber of Commerce (USHCC), Organization of Chinese 
Americans (OIC), Women Business Enterprise National Council (WBENC), 
National Association of Women Business Owners (NAWBO), Business 
Women’s Network (BWN), US Pan Asian American Chamber of Commerce 
(USPAACC), National Congress of American Indians (NCAI) and National 
Minority Supplier Development Council (NMSDC). We actively support and 
participate in a number of workshops sponsored by these organizations in 
addition to those sponsored by members of congress, state and local 
governments. We maintain a WEB page that addresses the small, minority 
and woman-owned business communities and provides information on 
purchase opportunities as they arise, on contact points, on how to do 
business with us, etc. 

One of the ways we have strengthened our commitment has been by 
clarifying and strengthening our subcontracting policies. Suppliers 
competing for high-dollar value contracts are now required to tell us, 
before award, how they plan to subcontract with small, minority and 
woman-owned businesses. Reporting requirements have also been 
strengthened, and although final figures are not yet in (see our response to 
question c, below) we have begun to see real results from this policy 
change. 

Internally, we have revised and broadly disseminated a 5-year Supplier 
Diversity Plan that establishes organization-wide goals. We include effort- 
type objectives for our buyers in their annual performance goals, provide 
mechanisms for identifying firms and we maintain a list of "proven" 
minority and woman-owned businesses. Annually, buyers are now 
required to complete between 2 and 4 hours of supplier diversity training, 
and we frequently conduct training sessions for both our employees 
(including supplier diversity and diversity coordinators in addition to our 
buyers), and the supplier community. 

Our field offices have implemented an initiative to add at least one 
minority/woman-owned business to our supplier base each year. This has 
been tremendously effective in increasing the number of minority and 
woman-owned businesses in our supplier base. 

One other noteworthy activity bears mention. We launched a pilot program 
among our buying activities in Southern California, in order to examine and 
improve on program effectiveness. The responsible team recently 
completed this pilot effort, documented results, and is working to replicate 
successes in northern California. On a national level, we are working to 
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extract specific practices and successes and to spread them throughout 
the Postai Service. 

c) Please provide the following statistics on supplier for FY1999 and 2000. 


Contracts worth in 
millions of dollars 

Number awarded to 
minority contractor 

Total awarded 

1 to 100 



100 to 200 



200 to 300 



300 to 400 



Greater than 400 




We will address our direct contracting efforts in this response. We do not 
yet have year-end data on our efforts to promote subcontracting with small, 
minority and woman-owned businesses, but we will provide data on this 
effort running through the 3"* quarter of the year. We will discuss the credit 
card results separately in answer to question 91 -f. 

The results of our "direct" contracting with smali, minority and woman 
owned businesses are shown below. Both our total number of actions and 
the dollars we've contractually committed during Fiscal Year 2000 are 
markedly lower than in 1999. This is due, in large part, to the "management 
challenge" to reduce costs that applied throughout the year. The adjusted 
totals reflect actions that we exclude from the computation of supplier 
diversity statistics, such as mandatory sources (e.g., awards statutorily 
required to be made to the blind and handicapped under the JWOD 
program), and foreign awards where the work is to be performed abroad. 
Our computations are based on the "adjusted" actions and dollars. 

Overall Awards 

Total Actions Total $$ Adjusted Actions Adjusted Dollars 
Y-2000 55,830 $7,189,4M 55,285 $7,027.5M 

Y-1999 64,117 $9,113,2M 59,571 $8,651.9M 

Total actions in Fiscal Year 2000 are down almost 13 percent, with dollars 
down approximately 21 percent. This decrease is largely attributable to the 
"management challenge". 

Awards to Minority Businesses 

Actions % of Total IVIBE$$ .% of Total 

Y-2000 4,939 8.93% $336.8M 4.79% 

Y-1999 5,888 9.88% $363.6M 4.20% 
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The number of actions with minority businesses is down somewhat, a 
function of the fewer overall actions this year. Similarly, dollars are down 
somewhat, as well, but the percentage of dollars that went to minority 
businesses reflects a statistically significant increase. 

Awards to Woman Owned Businesses 
Actions % of Total WBE$$ % of Total 

Y-2000 6,131 11.09% $488.7M 6,95% 

Y-1999 6,598 11.08% $446.6M 5,16% 

For woman-owned businesses, actions are lower this year, again as a 
result of the reduction in overall actions, but both absolute dollars awarded 
and dollars awarded as a percentage of total dollars increased 
significantly. 

The summaries above are presented in the format in which we capture the 
data and which we typically use for reporting. The three legacy systems 
we use to collect and track the data don't currently yield stratified data in 
the format you suggested. 

As noted above, these figures do not include year-end data on our efforts 
to promote subcontracting with small, minority and woman-owned 
businesses. When we revised our policy on promoting subcontracting we 
also developed a "reporting tool" for affected suppliers to use. That rollout 
is not yet completed but considerable progress has been made. For 
example, through the first 3 quarters of Fiscal Year 2000, some 10,555 
subcontracts worth more than $107 million went to minority businesses, 
and some 6,056 subcontracts worth $97.5 million went to woman-owned 
firms. There are now 329 suppliers submitting quarterly subcontracting 
reports as contrasted to 184 at the end of 1999. 

d) What improvements have you made in resuits and where do you see 
opportunities for further improvement? 

As noted above, we've seen an increase in the dollars being placed with 
both minority and woman-owned businesses as a percentage of total dollar 
commitments. These "increased results," in both cases, are statistically 
significant. We also view our renewed focus on subcontracting to be a 
success, with more subcontracts being reported, more prime suppliers 
submitting reports, and higher overall dollars reportedly being spent in the 
small, minority and woman-owned business communities. 

e) What impact, if any, has the “management chatienge” to contain costs had on 
the supplier diversity program? 
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Clearly, the "management challenge” focus has caused a reduction in both 
the number of transactions and the dollars contractually committed during 
Fiscal Year 2000. Contractual dollar commitments were down some 21 
percent. The financial issues clearly led to some complement reductions in 
our buying organizations. We would like to emphasize, however, that we 
have not altered our commitment to supplier diversity or reduced the 
resources dedicated to the program. All the same, further reductions may 
well have an impact. 

f) Please discuss the results of your effort to encourage local buyers and credit 
card holders to promote consideration of small, minority, and woman-owned 
businesses. Please include statistics from the quarterly report on credit card 
transactions that tracks and monitors performance against small, minority, 
and woman-owned business goals. 

We've taken a number of steps and maintained continuing focus on 
encouraging all credit card buyers to consider small, minority and woman- 
owned business sources. We've revised Handbook AS-709, Credit Card 
Policies and Procedures for Local Buying, to emphasize this point. And 
the training video for credit card buyers was recently revised to include an 
emphasis on sourcing with diverse suppliers. We believe these efforts 
have borne some fruit, but we are striving to continue our educational 
efforts here. 

In assessing results, we rely on data collected and compiled by the card- 
issuing bank, which provides a "flat file" from which we extract our data. 
The data typically spans from October 1 to September 30 of the following 
year, and is tied to the federal-wide fiscal year rather than the postal fiscal 
year. 

According to the data furnished by the bank, there were approximately 1.04 
million credit card transactions worth about $348 million in Fiscal Year 
2000. This closely resembles last year’s figures (approximately 1.03 million 
credit card transactions worth approximately $370 million). In terms of 
dollars, this is a relatively small portion of our contractual commitments. 

During Fiscal Year 2000, 3.67 percent of these dollars went to minority 
businesses and 4.04 percent went to woman-owned businesses. Last 
year's comparative figures were 3.18 percent to minority businesses and 
4.27 percent to woman-owned businesses. This is the third year we show 
improvement with minority businesses. However, last year’s figures do 
show a marginal decrease in the percentage of credit card dollars going to 
woman-owned firms. 

We should note that the bank is unable to provide any socioeconomic 
coding for some 4.25 percent of the transactions, which represents some 
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$15 million. Nevertheless, this is a significant improvement. During the 
first years of our relationship, the bank was unable to code more than 25 
percent of the transactions. We have worked diligently with them on this 
issue. We continue to do so, and reporting of small, minority and woman- 
owned business data wiil be improved during Fiscal Year 2001. Currently, 
the reports are only available at the merchant level and the new reports will 
provide data at the transaction ievel. This change will help us to better 
target our training and sourcing efforts. 

92. Last year you indicated that the Service was reviewing a WEFA consulting 
group report to the Postal Service titled “Forecasting Best Practices: Re- 
Engineering the Passive Process into an Active Management Tool "for 
specific practices that can be adopted by the Postal Service. 

a) Has the Service adopted any specific practices to its forecasting rnodei based 
on the WEFA report or otherwise enhanced its forecasting model since last 
year? Is so, please explain how the model has been improved. 

After conducting a thorough review of the preliminary report, the Postal 
Service concluded that there was limited potential for improving the quality 
of our forecasts. This is not surprising considering the sophistication and 
complexity of the current models. 

The Postal Service's forecast models are under continual internal review, 
and face intense scrutiny in regulatory litigation before the Postal Rate 
Commission. As a result, the Postal forecasting models are among the 
most sophisticated and reliable forecast models in the country. The models 
were developed, under contract, by internationally renowned economists 
widely recognized as preeminent econometricians. As part of its ongoing 
process of continuous improvement, the Postal Service has improved its 
measurement of seasonal influence and competitive prices in the model. 
The Service completely revamped its forecasting of automation mail as part 
of its reclassification effort . Another refinement was made to the 
treatment of the lagged response of mail volumes to changes in postal 
prices. The models now include a forecast of return receipts. 

93. In the last omnibus rate case the Service greatly overestimates its cost for 
“other programs” by as much $2.5 billion. 

a) Please provide for the record a table indicating the actual and projected FY 
2000 cost for each of the programs in the “other programs” category in 
Docket No. . R2000-1. . ' ' 

Refer to response 82(a). 
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b) P/ease provide an explanation for the variance from plan for these specific 
programs or items. 

The overwhelming explanation for the variance from pian for other 
programs is the Business Assessment Review, which reduced aii programs 
by a target amount. The Business Assessment Review and follow-up 
requests were efforts to hold spending to a minimum. All parts of the 
Postal Service were given targets and it was left to the individual parts on 
how to achieve those targets. As such, individual explanations or 
strategies for how the reductions were applied were not requested nor 
supplied. The large exception to this was the expenses for the Priority Mail 
Network; the accruals for the ongoing contract issues with the contractor 
accounted for the increase. 

c) Do you believe that your effort to heighten the awareness of program 
managers for the accuracy of their estimates, especially as they pertain to a 
rate filing has had impact, contributed to improving the estimates? How will 
the Service further improve its estimation of program costs in the future? 

Yes, the estimates have been improved. The Postal Service will continue to 
focus on heightening the awareness of program managers. 

Q4. Please discuss your recent efforts to prevent sexual harassment Include in 
your response a discussion of new and continuing efforts to educate 
employees? 

The sexual harassment program is designed to provide awareness training 
to all Postal employees. In addition, the process involves developing 
training sessions for new facilitators and developing refresher training for 
present facilitators. Efforts are made to identify and provide information on 
the program through: posters, publications, videos, public service 
announcements, articles for print for identifying and providing sources of 
information on the subject. The goal is to keep sexual harassment 
prevention in front of the work force on a continuous basis. 

In addition, the Law Department continues to issue its quarterly Briefings: 
Developments in Sexual Harassment Law. This publication is distributed 
to all Officers and is posted on-line for access by supervisory and 
managerial personnel to better understand legal developments in this area 
and better understand their obligations toward their employees. 

One of the six questions on the Voice of the Employee (VOE) survey that 
make-up our compensable index score for VOE is on sexual harassment, 
which advances both tracking and accountability for improvement. 

Question 12c states on the survey states: In the past 12 months, 1 have 
personally been sexually harassed by a postal employee, (yes/no) 
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Sexual Harassment Prevention Accomplishments and Plans for the Future 

Diversity Development has taken several steps to prevent and eliminate 
sexual harassment in the workplace. In fiscal year 2000, all employees 
were required to take sexual harassment prevention training. EAS 
employees were required to take two hours of training and craft employees 
were required to take one hour of training. 

Diversity Development's web site addresses Sexual Harassment Prevention 
by providing a tool kit, a vendor resource guide and film scripts. In 
addition, the web site includes the Employees Guide to Understanding 
Sexual Harassment, Publication 553 (which was published and distributed 
to all employees at their homes in April 2000) and the Manager's Guide to 
Understanding Sexual Harassment, publication 552 (which was issued in 
June 1999 was sent to all supervisors). In the near future, the names of the 
169 certified sexual harassment prevention facilitators Will be placed on the 
web site by location; in addition, new facilitators will be trained. The role of 
the facilitator is to conduct prevention training as needed nationwide. 

Diversity Development's plans for the future include new prevention 
posters (21 B & 21 C) which will be published and distributed nationwide. 
These posters are in for revisions at this time. It is also planned to publish 
these posters in Postal publications as well as articles on prevention. In 
addition, two public service announcements based on the new posters are 
in for final revision. These tools will also be distributed nationwide. These 
efforts will give unified messaging to the work force and to our customers. 

It is planned to broadcast the public service announcements on PSTN, in 
postal lobbies and on national television. 

All training materials have been updated and the film that accompanies the 
materials has been updated and sent for closed captioning. 

EEO Compliance and Appeals is developing role-play-based training for 
supervisors, managers and Human Resources professionals that will allow 
them to practice their communication skills in preventing sexual 
harassment by addressing "low level" improper conduct of a sexual nature 
in our work place. 

How do the number of complains of sexual harassment in FY 2000 year-to-date 
compare to the same period last year? 

Three hundred and two formal EEO complaints were filed in fiscal year 
1999. Two-hundred and sixty-one formal complaints were filed in fiscal 
year 2000. 
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Questions to Postmaster General Henderson from 
the Honorable Chaka Fattah 
Subcommittee on the Postal Service 
General Oversight Hearing 
Tuesday, September 19, 2000 

1 The postal service currently has an a contract with Emery Worldwide to carry 
priority mail packages. Please detail your contract with Emery, in terms of length 
of contract, amount of packages carried and cost. What problems or challenges 
have you experienced with this arrangement? What have you learned about the 
Emery experience that might be helpful with your FedEx plans? Will FedEx be 
providing surface transportation to pick up Priority Mail, as presently served by 
the Postal Service Motor Vehicle Craft? 

On April 23, 1997, the U.S. Postal Service awarded a fixed-price 
performance-based service contract to Emery Worldwide Airlines, Inc., for 
integrated components of a time-definite, two-day Priority Mail network. 
The purchased components are required to meet or exceed an on-time 
service performance standard of 96.5% for the first phase (Phase 1 pilot) of 
a national network (which includes approximately one-third of Priority Mail 
processed annually). These components consist of transportation, 
distribution, logistics/network management, information systems 
supporting delivery confirmation, auditable workload, and performance 
measurement. 

The contract provided for a base performance period of 58 months 
(through February 23, 2002) and included options for two 36-month 
extensions. In August 1998, USPS and Emery entered into an agreement to 
renegotiate the fixed prices for nearly all of the purchased components of 
the Phase 1 network. However, differences over Emery’s methods of 
allocating costs to the contract ensued, and the parties were unable to 
reach agreement on a fixed-price adjustment for calendar year 1999. USPS 
and Emery considered several approaches for resolving these differences, 
but none proved successful. After several months of discussions, the 
USPS and Emery mutually agreed in November 2000 to end the contract 
approximately 14 months ahead of schedule on January 7, 2001. 

During FY 1999 Emery processed 435.4 million pieces of Priority Mail for a 
total cost of $490.6 million ($1.13 per piece). During FY 2000, 463.4 million 
pieces were processed for $514.6 million ($1.11 per piece). 

What problems, or challenges have you experienced with this arrangement? 

The overriding goal of the Phase 1 pilot was to improve service within a 
closed loop system. USPS also wanted to maintain its market status as a 
high quality, low cost provider of a consistently reliable product. Emery 
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moved forward quickly, opening 10 PMPC sites to serve a 16-state area in 
the Northeast U.S. and Florida. The first site opened in 1997 and Emery 
completed site acquisitions, staffing and equipping the network by 
September 1998. Emery has made the level of steady progress to the mid- 
90s service scores for mail originating and destinating within the Phase 1 
area. However, primarily because of service problems connected with 
Emery’s commercial air carriers, the scores for mail destinating outside the 
network have kept Emery from achieving overall contract performance 
standards. 

One of the principal lessons learned from the Emery contract has been that 
economically the USPS cannot afford to apply dedicated resources to one 
product line and expect that product to maintain its costing. What is 
required is a network that focuses on Priority Mail service, and takes 
advantage of economies of scale. USPS has also learned, however, that 
two-day service is possible. Emery’s performance has motivated postal 
operational managers to reexamine how they handle, process, transport, 
and deliver Priority Mail. Service today nationwide Is significantly better as 
a result. 

At this point, no agreement has been reached with FedEx on specifics 
regarding the transportation of Priority Mail. Each side is continuing to 
perform internal staff analyses and to explore a range of options. 
Accordingly, it would be premature for the Postal Service to comment. 

2. in addition to this subcommittee, the House Judiciary Committee has sent a 
letter to the Department of Justice requesting that they look at the competitive 
issues raised by any alliance between the postal service and FedEx. What are 
your thoughts on such a review and when do you expect to have a formal plan? 

We will cooperate fully with the Department of Justice. Any agreement that 
may be reached with FedEx will have to steer clear of problems under 
antitrust or fair competition principles. Neither side has any interest in 
bringing forward an agreement that would present these kinds of problems, 
which would negate the deal. We continue to work toward a possible 
agreement but cannot predict how long negotiations will continue. 

3. In the recent Commission report on a Safe and Secure Workplace, it was noted 
that postal workers are six times more fearful than those in the national 
workplace and believe they are at greater risk of workplace violence from 
coworkers. Postal employees also are more likely to agree that managers and 
supervisors try to provoke employees to violence. Even the l<3 noted that postal 
managers can be intimidating. What is your reaction to these findings and what 
steps will or have you taken to address these concerns? 
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4, The Commission also issued 10 major recommendations to address potential 
underlying causes of workplace violence and tension. What are your thoughts on 
them and will you implement any? What is your timeframe? 

See answer to question 15 above. The Postal Service was very pleased 
with the quality of the report but concerned about the findings that 
significant numbers of employees fear for their safety, find managers 
intimidating, or distrust management. We expect to implement many of the 
recommendations during this fiscal year. 

5. What action have you taken to reduce the number of employee grievances 
pending at Steps 1 and 2? According to a 1997 GAO report, grievances at these 
levels had risen to almost 90,000. 

Both the JCIWIs with APWU and NPMHU and the JCAM with the NALC are 
directed to the shop steward and the front line supervisor for use in 
insuring contract compliance. These manuals were negotiated with the 
intent of eliminating built-in time delays that inhibit resolution at the lowest 
step, rectify the ongoing problem of initiating grievances at the local level 
where the parties at the national level had already agreed to a solution, and 
to educate and provide guidance to the local parties on issues for the 
purpose of alleviating the need to file future grievances. 

e.What is the status of grievances awaiting arbitration by a third-party arbitrator - 
backlogged grievances? According to a 1997 GAO report, these grievances had 
increased to almost 70,000. 

The number of cases pending arbitration rose to a high of approximately 
123,000 in 1999, but have been reduced to 87,000 at the end of FY2000. 

This downward trend has been the result of process changes negotiated 
with the APWU and NPMHU in 1998. Additionally, an aggressive review of 
cases pending arbitration with the NALC has contributed to the trend. 


7. 1 noted from the recent Senate oversight hearing that you are in complete 
support of S. 2686, the Senate version of a bill to update the way that nonprofit 
postal rates are calculated. As you know, H.R. 4636 is the House version of the 
Senate bill and has been cosponsored by Congressmen Owens, Davis, 

Waxman, Hoyer, and others. Would you also lend your support to H.R. 4636? 

The Postal Service was pleased to see that this legislation was enacted into 
law. 

8.At a spring hearing of the House Appropriations Treasury/Postal subcommittee, 
you expressed confidence that updated cost projections could be used to help 
lower the proposed rate hikes for periodical rate mailers to something in the 
single-digit range instead of the 13-15% proposed rate increase. Have you found 
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any success in these efforts? Will you be able to hold down the increases for 
magazines? 

During the litigation of the current rate case, we introduced cost reductions 
and methodology refinements that will reduce the upward pressure on the 
Periodicals rates, and allowed the Postal Rate Commission to recommend 
a single-digit percentage increase. 

9.What is the postal service’s total 2001 advertising budget? Of that total, what 
is the 2001 budget for advertising in the African-American, Asian-American and 
Hispanic markets. How does this compare to the 2000 advertising budget? Is 
this an increase or decrease in comparison to the 2001 budget? Provide side-by- 
side figures. If this is a decrease, what is your justification? 

The total advertising budgets for FY 2000 and FY 2001 were $160.5 million 
and $160.0 million, respectively. The amounts budgeted in the second of 
these years to support multicultural advertising were roughly comparable, 
but like the total budget, smaller. The Postal Service treats more detailed 
breakdowns of advertising budgetary information as proprietary, and does 
not make It public. We would be pleased to discuss the questions with you 
personally, or with your staff. 
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QUESTIONS FOR THE RECORD 
CONGRESSMAN STEVEN LATOURETTE 

HOUSE OVERSIGHT HEARING 
POSTAL SERVICE SUBCOMMITTEE 
September 19, 2000 


QUESTIONS FOR POSTAL SERVICE SUBCOMMITTEE HEARING- 9/19/00 

1 . I've looked forward to this opportunity to learn the details of the proposed 
"strategic alliance" between the U.S. Postal Service and Federal Express 
Corporation. Although there have been numerous press stories on this proposal, 
there has been a lack of specifics available to us. At first glance and, again, with 
a minimum of unsubstantiated information available to me, I find it curious that a 
federal entity will be entering into a contract of this scale with a business without 
the benefit of competitive bidding. Can you elaborate on this point? 

Response: 

Over many years the Postal Service has actively discussed its air transportation 
network requirements to some extent with all potential suppliers, in an effort to 
keep all possibilities in view. The emergence of problems with the current 
Priority Mall network arrangements has made it necessary to move promptly to 
secure replacement airlift to maintain service for the public. The small number of 
firms with these types of nationwide systems makes it advantageous to pursue a 
negotiated contract, to get the needed service in place within the required time 
frame. Applicable procurement regulations for negotiated contracts are being 
followed. 

2. Can you please outline for the Subcommittee the review and approval 
processes this proposal will be subjected to prior to its being finalized? 

Response: 

Over the course of the negotiations to date, the Postal Service has used both 
internal teams and expert consultants to evaluate possibilities, develop its own 
proposals, and analyze proposals received from FedEx. Negotiations for a 
possible air transportation contract are proceeding under direction of an assigned 
contracting officer as provided in procurement regulations. The overall process 
has included extensive discussions by the Postal Service’s Management 
Committee and multiple briefings for the Board of Governors. Approval of a 
transportation contract would follow Postal Service procurement procedures, and 
any proposed agreement regarding FedEx access at post offices would be 
presented to the Board of Governors. 
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3. A recent GAO report made recommendations for improving the management 
and oversight of the Postal Service's E-commerce activities — the need to 
maintain accurate information on the initiatives, to follow controls put in place for 
developing and approving these initiatives, and to provide complete and accurate 
cost and revenue data on these initiatives. What improvements will the Postal 
Service apply in conjunction with the approval and oversight of the proposed 
contract with Federal Express? 

Response: 

The recommendations regarding management procedures in this GAO report do 
not bear on the kinds of services under consideration here. Unlike the e- 
commerce service initiatives reviewed by GAO, the negotiations with Federal 
Express principally involve the transportation of mail under established mail 
classifications (Priority Mail, possibly some Express Mail and First-Class Mail). 
The Postal Service has had long experience with systems for developing, 
approving, and monitoring mail transportation contracts and for capturing and 
reporting air transportation costs. Other proposals regarding FedEx will be 
carefully evaluated and monitored to make sure that the public interest is 
protected, additional costs to the Postal Service are minimized, and any revenue 
stream is sufficient to compensate the Postal Service and to protect the interests 
of postal customers. 

4. One possibility I've read about would entail FedEx boxes or counters being 
placed in post offices. Is this, in fact, under consideration? If so, would this option 
be available to other delivery services? 

Response: 

Yes, providing some kind of arrangement under which FedEx can receive Items 
dropped off by its customers at post ofRces has been one of the topics under 
discussion. Such an arrangement, if concluded with FedEx, would be non- 
exclusive. The Postal Service would welcome similar discussions with other 
carriers. 

5. In light of the recent legal dispute involving a contract - of a much more limited 
scope -between the Postal Service and Emery, what assurances can you give 
that the proposed contract -- on a much larger scale — ^will not meet a similar 
fate? 

Response: 

While there cannot be absolute assurance about what the future has in store, the 
potential seems to be strong for an excellent match between what FedEx can 
provide and what the Postal Service needs for air transportation, so that a 
contract should prove to be financially advantageous for both parties. 
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Attachment Question #24 




UNITCDSimES 
POSTAL $£RVK£ 


Ju1j( 18, 2000 


MonoraDle John M. McHugh 
Chairman 

Subcommittee on the Postal Service 
Committee on Government Reform 
House Of Representatives 
Wasliin0on, DC 20515-6246 

Dear Chairman McHugh: 

As you know, we have pledged (o periodically report to the Subcommittee on !he Postal Service 
on progress being made io implemeol me recommendations of the Data OuaWy Study which 
was jointly sponsored by the General Accounting Office, the Postal Rate Commission, and the 
Postal Service. 

In preparation for our July 25 meeting to review the Postal Senrices actions with respect to the 
study, I am sending you advance copies of the review materials. These are in the format agreed 
upon at the fust review meeting held on January 19. 2000. An advance copy of the review 
materials is also being sent to Teresa Anderson, assistant director of the General Government 
Division of the General Arxounting Office. 


Cr/ 

Deborah K. Wffitiite 

cc: Teresa Anderson 
Assistant Oireclor 
US General Accounting Office 
441 G Street NW, Room 2440 
Washington, DC 20648-0002 



Sirtccrely, 
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UNITED ST/ITES 
POSTAL SERVICE 



July 18,2000 


MR. STRASSER 
MS- PEAK 

MS. GIBBONS 
MR. FOUCHEAUX 
MR. GERMAN 
MR. HAGARTY 

SUBJECT: Summary of Data Quality Study Responses 


Attached, for your information, is a copy of the latest summary of the Postal Service's ongoing 
response to the recommendations contained in the 1999 Data Quality Study. As agreed to m 
January 2000, a copy of this information is being sent to the Sub-committee on the Postal 
Service and the General Accounting Office and wiil be transmitted through Government 
Relations with a cover letter from Deborah Willhite. 



Attachment 


cc: Jean Parris 
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DQS Recommendation: 1 

Evaluate the quality of data produced by MODS ' 

Date of Status: July 2000 
Start Date: FY 1999 

Background: The Postal Service’s mail processing cost methodology makes use of MODS data on both 
workhours and piece handlings. MODS workhours are used both to determine the total labor expenses 
associated with a cost pool and In the estimation of volume-variability factors: MODS piece handlings 
are used only in the estimation of volume-variability factors. The two types of data are generated 
independently. The quality of MODS data is monitored on an on-going basis. Each accounting period, 
every manager of in-plant support reviews a summary reporl on MODS data. In addition, these reports 
are examined at headquarters, and the area MODS coonilnators are queried about apparent anomalies. 
Errors identified in this manner are corrected. In May of 1999, Operations Technical Support sponsored 
the development of a standard training course for PCMODS, strongly emphasizing data integrity. 
Approximately 200 people nationwide receiving this training. Training issues, as well as data integrity 

issues, are addressed each year in the MODS Coordinators National Meeting. 

Current Activity: Piece handlings in automated and mechanized sorting operations are derived from 
machine counts. Much of the data are, furthermore, automatically transmitted to MODS computers via 
the End of Run system (see updated M-32 MODS handbook). This is consistent with the Data Quality 
Study's recommendation that "where possible machine counts of the total cost driver values such as 
total pieces handled should be captured and used in the [volume-variability] Equations” (Summary 
Report at 76). Piece handlings in manual sorting operations are developed using weight or “downflow 
density” conversions. The conversion process will tend to introduce some error in the manual piece 
handlings, to the extent that the converted volumes deviate from the actual piece count. Data 
introduced in R97-1 indicate that the random errors in manual piece handlings were too “small” (in the 
sense of having a small variance) to materially affect the results of the volume-variability analysis. An 
Inspection Service audit of FHP volumes raised the possibility of large systematic errors in FHP (and 
therefore total piece handlings, or TPH, in manual operations) due to the application of outdated weight 
conversions or unauthorized local conversion methods. Dr. Bozzo's testimony in R2000-1 (DSPS T-15) 
indicates that systematic errors In piece handlings (i.e., those common to all observations at a given site, 
or in the system as a whole) will cancel each other out in the Postal Service's estimation methods. 
Additionally, time trend terms in the volume-variability equations control for “drift" in the national weight 
conversion factors over time. The Postal Service has not yet had the opportunity to analyze data based 
on the updated national weight conversion factors, introduced in FY99, Workhours in MODS are 
collected from electronic time clock data. This method is consistent with the recommendations of the 
Data Quality Study for the collection of labor expenses (Summary Report at 75). The Postal Service 
does not make use of the full three-digit MODS operation detail, since it may not be operationally 
efficient to have clerks and mailhandlers “re-clock" for every change of MODS operation. The cost pools 
are organized around major work activities for which employees would normally re-clock, The Postal 
Service’s volume-variability analysis is robust to potential errors in the MODS workhour data. Random 
errors in workhours are absorbed in the regression disturbance terms and therefore do not bias the 
analysis. The Postal Service’s regression methods additionally control for systematic errors in the 
workhour data. The Postal Service's methods result in relatively low coefficients of variation, ranging 
from 2.3 percent to 7.0 percent (see Docket No. R2000-1, USPS-T-15 at 119-120), suggesting that 

errors in MODS workhours have relatively small variance. 

Future Activity: Evaluate the impact of using FY99 data on mail processing costs. 

Resources: Recommendation addressable by current and anticipated staff and administrative budget. 


1 




335 


DQS Recommendation: 13 | 

Make Data Quality Changes to Operational Systems for Operations & Rates 

Date of Status: Juty 2Q QD 

Start Date: FY '997 — ABC Model; Other systems-Ongoing 

Background: This recommendation was included in the AT Kearney study. The Postal Service had 
already begun development of an Activity-Based Costing System for Processing and Distribution 
Centers (P&DCs) to obtain better information at the plant level with which to manage operations. The 

Postal Senyice consistently reviews its data systems for improvement opportunities, 

Current Activity: We have been participating in integration efforts with the Information Platform and 
Process Control and Standardization groups in the development of data requirements needed to 
support near real time operational decision making. In addition. Activity-Based Management staff is 
working with Operations to develop an Activity-Based Costing System to support operations, with the 
additional potential for use as another input to the rate making process. The Activity-Based Costing 
P&DC model developed in Nashville. TN began rollout to Memphis, TN in late January 2Q00. We 
expect to complete Memphis, TN by the end of July 2000. Significant enhancements to automating the 
model are being implemented at this stage. During this rollout we have developed a methodology for 
aligning the ABC model with the Process Control & Standardization (PC&S) structure (where 

implemented.) 

Future Activity: Prior to implementation, we plan to roll out to an additional test site. Beyond that, we 
plan to implement a training program aimed at distributing the learning to the Areas and Districts so tha! 
they can implement future models with assistance from Headquarters. 

We will continue to support the Information Platform and the efforts for real-time operational 
information for decision making. We will also continue to update the data quality of the reporting 

systems within the Activity-Based Management area. 

Resources: Recommendation addressable by current and anticipated staff and administrative budget i 
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DQS Recommendation: 17 ^ ~ 

Document TRACS sample design 

Date of Status: July 2000 

Start Date: FY 1999 — 

Background: in preparation for filing R2000-1 , the documentation for Highway. Passenger Asr and 
Network Air sub-systems was completely revised to provide comprehensive, concise documentation of 

the sample designs, estimation formulas, processes and procedures, 

Current Activity: Comparable documentation for Amtrak and Rail is under development. These are 

scheduled for completion in FY 2000. 

Future Activity: None 

Resources: Postal Service staff: about 1.5 staff years have already been expended in developing this 
documentation, and another 0.5 staff year is needed to complete this activity. 
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DQS Recommendation: 19 

Evaluate the quality of National Air and Surface System (NASS) data used as a basis for TRACS 
samples ^ 

Date of Status: July 2000 

sTart Date: FY 1999 _ „ 

Background: A preliminary evaluation has been conducted. Furthermore. NASS data quality is being 
validated on an ongoing basis through quality assurance efforts during the TRACS sample selection 

and estimation processes. 

Current Activity: None 

Future Activity': A more extensive evaluation is planned for FY 2001 . This work has been contracted 

for, and is scheduled for completion by March 2001. 

Resources: Postal Service staff: two staff will devote approximately one month each to this evaluation. 
Contractor resources; FY 2001 - $75,000, as part of the Headquarters program. Rate Case Data 
Quality. 
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DQS Recommendation; 26 

Consider Implementing an ABC System for Institutional Costs 

Date of Status: July 2000 : 

Start Date: ABC P&DC study began in August 1997 J 

Background: The Postal Service instituted the ABC model primarily to provide plant managers with a j 
better too! to manage operations. Additionally, it is hoped that the model can be used to measure cost | 
savings of certain programs such as Process Control and Standardization (PC&S) and Breakthrough i 
Productivity, with the additional potential for use as another Input to the rate making process. | 

Completion of a nationwide system suitable for tracking institutional costs will require a systematic 

multi-year effort. 

Current Activity: The Activity-Based Costing P&DC model developed -n Nashville, TN is being rolled 
out to Memphis. TN with an expected completion date of July 2000. During this rollout. It is planned 
that the ABC model will be aligned with the Process Control & Standardization structure. Any 

institutional costs that are charged to the plant are accounted for in the model. 

Future Activity: Prior to implementation, we plan to roll out to an additional test site. Beyond that, we 
plan to implement a training program aimed at distributing the learning to the Areas and Districts so that 

they can implement future models with assistance from Headquarters. 

Resources: Recommendation addressable fay current and anticipated staff and administrative budget. 
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DQS Recommendation; 31 

Record some RPW data as "unknown" : 

Date of Stat us: Ju ly 200 0 : 

Start Date: FyI 999 [ 

Background: The Domestic RPW sampling system (DRPW) has no provision to record a mailpsece as 
an unknown category. The standard policy is for data collectors to write down the information observed 
on the piece, photocopy it (if possible) and referthe matter to their managers or the Statistical 
; Programs Service Center. The piece, as needed, is then recorded in the data system later, when 
: possible. At one (and only one) site visit, memt^rs of tfie Data Quality Study staff observed a data 
collector recording a mailpiece he/she didn't know how to classify. The data collector told the observers • 
that he/she didn't know how to record the piece, but was going to "guess", because that's how he/she ! 
had been "instructed." On the basis of this one observation the DQS recommendation was made to add 
a category choice of unknown. Note that during the drafting of the Data Quality Study, we disagreed 
• with this item's importance because (a) it was based on obsef\'ing only one data collector and (b) at no 
time have data collectors ever been instructed to "guess" mailpiece characteristics. 

This issue has been or is being addressed by the following: (1) To the extent there was really a 
systematic problem, it was greatly alleviated with the January 1999 release of RPW. In this release, we 
stopped asking for First-Class presort and Standard Mail (A) rate category detail: (2) RPW Decision 
Tables have been released that supply explicit guidance on mail categorization: (3) this issue will also 
be dealt with by pursuing an RPW Characteristics project; and, (4) the addition of an Unknown category 

will be considered for a Postal Quarter I Fiscal Year 2001 release. 

Current Activity: RPW Characteristics software release is planned for a PQ 1 FY 2002 release. A final 

Decision Table for domestic mail will be released before end-of-year FY 2001. 

Future Activity: Work on RPW Characteristics. The addition of the Unknown category has been 

postponed until the PQ 3 FY 20Q1 DRPW release. 

Resources: Recommendation addressable by current and aniiclpated staff and administrative budget. 
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DQS Recommendation; 33 

Update the special facility use study on an ongoing basis. Capture ongoing facility use survey data in a 

W WW environment 

Date of Status: July 20QQ 

Start Date: FY 1999 

Background; Tne special facility study, which is used to establish variability of facility space, was last 

updated in 1992. 

Current Activity: The Postal Service is currently ufxtating the facility study. Data have been captured 
via a webpage. This has afforded cost savings and provided a model for future data collection efforts. 

However this effort does not entail real time, daily, or even annual updates via the WWW. 

Future Activity: Given sufficient resources, and upper management approval, Activity Based 
Management believes the facility study should be updated every third or fourth year. Mail processing 

space does not change fast enough to justify more frequent updates. 

Resources: Recommendation addressable by current and anticipated staff and administrative budget. 



7 



341 


DQS Recommendation: 4 

Replace or upgrade IOCS to improve data for distribution key shares 

Date of Status: July 2000 

Start Date: FY 2000 

Background: The In-Office Cost System (IOCS) is a probability sample of employee's time, developed 
in the late 1960's. Although the basic method of observing employees from certain offices at a specific 
instant in time remains much the same as when the system was developed, there has been a continual 
evolution of the system in terms of how and what data are recorded. The concern of the DQS Team 
was that, with automation and mechanization, a smaller proportion of employee time is spent actually 
handling mail, and when employees are handling mail, they are frequently handling mixed-mail (mail of 
various subclasses). They also expressed concern that IOCS collects information about tasks within a 
MODS operation rather than Information about the output of that operation. Two options were provided 
for improving the distribution key shares; replace IOCS with a new sampling system; or, retain IOCS 

with additional sub-sampling of mixed mail. 

Current Activity: The Postal Service has initiated a project to evaluate and foilow-up on this 
recommendation. The project team has decided to retain IOCS, and has developed a list of initiatives 
to improve distribution key shares. Many team members are heavily involved supporting the R2000-1 
rate case, so studies necessary for impiementatlon of these initiatives are being deferred until FY 2001 . 
Future Activity: In FY 2001 , several studies will be initiated to improve distribution key shares. 
Discussions to date have identified six potential study areas; update questions 1 8 and 1 9. which relate 
to the activity of the employee, and type of operation to which they are assigned; examine the feasibility 
of changing questions 20-23, which address the type of mail the employee is handling, particularly for 
allied and platform operations; assess the feasibility of using container placard information to help 
identify the type of mail in a container; evaluate the adequacy of sample size by MODS cost pools; 
evaluate alternatives to CAG for stratifying offices, like complement size; and, explore the potential of 
capturing relevant mailpiece information using automation technologies. Some of these studies will be 
completed in time to incorporate their recommendations in IOCS data collection procedures for FY 

2002. Others may take more than a year to complete. 

Resources: Postal Service staff: approximately 4-5 will devote 25% of their time to this project. 
Contractor resources; FY 2001 - $750,000; FY 2002 - $200,000. as part of the new Headquarters 
program, Rate Case Data Quality. 
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OQS Recommendation: 14 

Coliect maiiing statement data electronicaliy 

Date of Status: July 2000 ^ 

Start Date: FY 2000 ^ 

Background: The Pcstai Service has an ongoing effort called Postal One thal will establish a direct 
electronic connection between mailers and USPS information systems. It is expected this system will 
provide real-time information on business mall entries, as well as potentlai access to detailed maiiing 
statement data from manifest mailers, not currently available in any postal data system. This system is 
cumently in the early stages of its implementation. K is hoped the data available from Poslai One will 
either (a) if already available, be available more timely or (b) if not currently available, be useful for rate 

case analysis. 

Current Activity: Postal One is a Marketing project and is a key part of the information Platform. 

Finance is monitcring project progress in these areas. 

Future Activity: Continue to monitor project progress; establish requirements, where possible, to 

increase rate case data quality (e.g.. collect manifest mailers' detailed data.) 

Resources: Recommendation addressable by current and anticipated staff and administrative budget. 
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DQS Recommendation: 15 

Consider adjusting RPW to sample at mail opening points 

Date of Status: July 2000 

Start Date: FY20Q0 

Background: Domestic RPW sampling (DRPW) is, for the most part, conducted at mail exit points. 
(Although data for certain special services is sampled from originating window retail units.) The Data 
Quality Study recommended we examine sampling mail at opening units, A brief investigation of a 
similar proposal was conducted in the early 1990s. 

Current Activity: Review earlier investigation. 

Future Activity: Site visits to examine feasibility will be conducted, probably in FY 2001 . 

Resources: Contractor resources; FY 2001 - $60,000. as part of the Headquarters program. Rate Case 
Data Quality. 
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DQS Recommendation; 24 

Consider using Point of Service data tor rate making purposes 

Date of Status; July 2000 

Start Pate: FY 2000 ^ ^ 

Background; The Point of Service (POS) system (managed by Retail) has been in operation for three 
years. Two yeare ago. Statistical Programs-Finance devoted a full-time staff position to developing 
expertise in the nature of POS data, how it could be compiled, and how it could be used in place of 
Domestic RPW sampling (DRPW) data. We are currently aot^uiring Point of Service data and tracking it 
against the DRPW results. This data has potential for supplementing or replacing DRPW sample data 
in the RPW reporting process. Additional applications may involve estimating retail window costs. 
Current Activity; Monitor POS revenue and volume estimates with respect to DRPW. When the POS 
data are equivalent to the DRPW estimates (after adjusting for DRPW sampling error) consider 
replacing DRPW estimates with POS estimates. Monitor POS data for retail costing applications. 

Future Activity; Same as Current Activity 

Resources: Recommendation addressable by current and anticipated staff and administrative budget. 
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DQS Recommendation; 30 

Revise RPW sampling design (use mail exit points as primary sampling units) 

Date of Status: July 2000 

Start Date: FY 2000 ' 

Background: This could only be done if and when DRPW became a characteristics based system. 

Only then would we be able to have our part-time data collectors take DRPW-styie tests at randomly 
selected smaller offices. The current complexity of the DRPW sample requires we maintain a stable 
panel of offices that can be tested by dedicated data collectors who take tests regularly. Given the 
current data collection instrument, without the current first-stage design we could not guarantee trained 
and experienced data collectors would be available for ail selected tests. Therefore, addressing this 
item hinges on the outcome of a RPW Characteristics project. 

Note, however, we are implementing two projects that will address the historical criticisms of the DRPW 
pane!. First, for the Postal Quarter 1 Fiscal Year 2000 sample, we introduced changes that make the 
design truly nested. Secondly, for Postal Quarter I Fiscal Year 2001 , we are planning on drawing new 

panels, if current budget conditions allow any concomitant increase in workload. 

Current Activity; Prepare for PQ 1 FY 2001 implementation for new DRPW panels. Work on RPW 

Characteristics. 

Future Activity: Work on RPW Characteristics. When possible and appropriate, test feasibility of 

DRPW mail exit point sampling. 

Resources; Contractor resources: FY 2002 - $1 00,000, as part of the Headquarters program , Rate 
Case Data Quality. 
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DQS Recommendation; 6 

Update the Curblme Access Test 

Date of Status: July 2000 

Start Date: FY 2001 

Background: The Postal Service employs the results of these studies to determine the variability of 
street delivery costs with respect to the volume of delivered mail by class. The studies are quite dated. 
Current Activity: This set of recommendations urges updating this set of city carrier street time costs 
studies, and the Postal Service concurs that updates are required. However, the Postal Service also 

recognizes that there may be advantages associated with refining and improving the studies. 

Future Activity: Consequently, the Postal Service will undertake a review of the strengths and 
weaknesses of the current studies in FY2001 . This review will be completed before proceeding. This 

review will depend in part on PRC reactions to the new carrief analysis submitted in R2000-1 . 

Resources: Contractor resources: FY 2001 - $150,000, as part of the Headquarters program. Rate 
Case Data Quality. This amount also funds #7. 
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DQS Recommendation: 7 

Update the Foot Access Test 

Date of Status: July 2000 

Start Date: FY 2001 

Background: The Postal Service employs the results of these studies to determine the variability of 
street delivery costs with respect to the volume of delivered mail by class. The studies are quite dated 
Current Activity: This set of recommendations urges updating this set of city carrier street time costs 
studies, and the Postal Service concurs that updates are required. However, the Postal Service also 

recognizes that there may be advantages associated with refining and improving the studies. 

Future Activity; Consequently, the Postal Service will undertake a review of the strengths and 
weaknesses of the current studies in FY2001 . This review will be completed before proceeding. This 

review will depend in part on PRC reactions to the new carrier analysis submitted in R2000-1 , 

Resources; Contractor resources: FY 2001 - $150,000, as part of the Headquarters program, Rate 
Case Data Quality. This amount also funds #6. 
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DQS Recommendation: 10 

Consider the use of eiectronicaily recorded time clock data to split in-office and street costs 

Date of Status: duly 20QQ 

Start Date: FY 2001 ] 

Background: There are two alternative sources for essentially the same information. They are iOCS 
and time-keeping data. Although time-keeping data are readily available from operational systems, and 
constitute a complete census, they are not electronically recorded at all places. However, replacing 
IOCS data with time-keeping data will not result in any cost savings, since this is only one element of 
tie myriad of data collected by IOCS, and most other IOCS data are not available from other sources. 
Furthermore, there is a disparity between the two sources of information, and changing data sources 
has the potential of causing a substantia! shift in costs between subclasses. We have been 
investigating this difference intermittently over Ihe last 2-3 years, with the primary focus on IOCS. One 
potential source was identified in IOCS.. Prior to FY 1999, it was possible that IOCS data collectors 
recorded at-lunch, on-the-street carriers (unpaid time) simply as on-the-street (paid time). Data 
collection instructions were revised for FY 1999, and the gap between IOCS and time-keeping in-office 
proportions closed by one-half percent, leaving a gap of more than six percent. Without a better 

understanding of the reasons for this disparity, we are reluctant to change cata sources. 

Current Activity: Ongoing monitoring of disparity between IOCS and time-keeping data. 

Future Activity: In FY 2001 , a thorough investigation of the differences will be conducted, with 

substantial attention focused on the time-keeping system. ^ ■ 

Resources: Postal Service staff; 2 approximately 20% of their time. Contractor Resources; $150,000, 
as part of the Headquarters program. Rate Case Data Quality. 
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DQS Recommendation: 18 

Evaluate and adjust the TRACS design to imp rove t he precision of these estimates 
Date of Status: July 2000 

Start Date: FY 2001 " ~~~ 

Background: The base-line simulation of the coefficients of variation (cv) for unit volume variable 
costs (UVVC) revealed that sampling error in TRACS is a major contributor to the overaii sampling error 
for Periodicals and Parcel Post UWC. Highway transportation costs represent a large proportion of the 

costs for these subclasses. 

Current Activity: The statement of work is currently being developed for this project, and is linked with 

updating the simulation model to compute CVs of UWCs. 

Future Activity; In FY 2001 . the distribution of the sample between strata within TRACS will be 
examined to determine if an alternative distribution will improve the precision of these estimates. 
Concurrently, the sample distribution between various sub-systems of TRACS, and between TRACS 
and other systems, wilt be evaluated. If adjustments are operationally feasible, and the benefits 

outweigh the costs, the sample allocation will be adjusted by the end of FY 2001 . 

Resources: Postal service staff: two will devote about eight weeks to this study and implementation of 
its recommendations. Contractor Resources; FY 2001 • $150. 000, as part of the Headquarters 
program, Rate Case Data Quality. 
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DQS Recommendation: 22 

Reexamine the retail area and identify sources of data that meet potential new data requirements 

Date of Status: July 2000 

Start Date: FY 2001 

Background: The Postal Service updated portions of its retail cost analysis as part of R97-1 . 
Nevertheless, we are in agreement with the suggestion to identify sources of data that would prove 
useful in analyzing retail costs. 

Current Activity: Activity Based Management is currently monitoring the deployment of the POS 
system. It is our understanding that POS terminals are in place at approximately 4000 sites. Full 

deployment (20.000 sites) is expected for 2004. 

Future Activity: Following the close of R2000-1. the Postal Service will organize a feasibility study of 
using POS data to refine the retail costing analysis. Subject to resource availability, this feasibility 
study would investigate the current status of POS data, identify its utility for costing analyses and 
attempt to identify when data would be available in acceptable quality and quantity to support such 
analyses. Further steps will depend upon the outcome of the feasibility study, as well as resource 

availability and upper management approval. 

Resources: Contractor Resources: FY 2001 - $50,000; FY 2002 - $100,000, as part of the 
Headquarters Program. Rate Case Data Quality. These amounts also fund #23. 
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DQS Recommendation: 28 ^ 

Measure precision of data on an ongoing basis. 

Date of Status: July 200C 

Start Date: FY 2001 ~~ 

Background: A simulation model was used in the DQS to ^imate the precision of unit volume 
variable costs {UVVC). The model Included eight of 21 subclasses, and 29 cost components, which 
accounted for roughly 40% of subclass specific UVVC. The study team recommends using this model 
to measure precision of UWC on an ongoing basis, and gradually expand the model to the remaining 

subclasses and cost components. 

Current Activity: The statement of work for this initiative is currently being developed, and is linked 

with the evaluation of the TRACS sample design. 

Future Activity: in FY 2001 , the simulation mcKlel will be expanded to include other subclasses and 
add rural carriers and the other components of transportation costs for which TRACS provides 

distribution keys. Input CVs will be updated to reflect FY 2000 data. 

Resources: Postal Service staff; approximately four staff will each devote orse month to this activity. 
Contractor Resources; FY 2001 - S150.0Q0, as part of the Headquarters program. Rate Case Data 
Quality. This amount also funds #29. 
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DQS Recommendation; 29 • 

Gradualiy expand the simulation model to include other subclasses and cost pools 

Date of Status: July 2Q00 

Start Date: FY 2001 

Background: A simulation model was used in the OQS to estimate the precision of unit volume 
variable costs (UVVC), The model included eight of 21 subclasses, and 29 cost components, which 
accounted for roughly 40% of subclass specific UVVC. The study team recommends using this model 
to measure precision of UVVC on an ongoing basis, and gradually expand the model to the remaining 

subclasses and cost components. 

Current Activity: The statement of work for this initiative is currently being developed, and is linked 

with the evaluation of the TRACS sample design. 

Future Activity: In FY 2001 , the simulation model will be expanded to include other subclasses and 
add rural carriers and the other components of transportation costs for which TRACS provides 

distribution keys. Input CVs will be updated to reflect FY 2000 data. 

Resources: Postal Service staff; approximately four staff nwH each devote one month to this activity. 
Contractor Resources: FY 2001 - $150,000. as part of the Headquarters program, Rate Case Data 
Quality. This amount also funds #28. 
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DQS Recommendation: 11 

Reexamine assumptions c oncemino capital and support costs 
Date of Status; July 2000 

Start Date: FY 2002 ^ ~ 

Background: in orcer to compute capital and support costs by class of mail, the Postal Sen/ice 
currently relies upon various assumptions about the relation of these costs to the cost of labor. For 
instance, we assume that supervisor costs are variable with volume to the same extent as the cost of 
the labor supervised. Recommendation 11 suggests correctly that such assumptions need to be tested 

for validity. 

Current Activity: None 

Future Activity: The Postal Service will analyze this issue following the close of R2000-1 . subject to 

budget considerations and upper management approval. 

Resources: Contractor Resources: FY 2001 - $50,000: FY 2002 - $50, OOD, as part of the Headquarters 
Program, Rale Case Data Quality. 


20 



354 


DQS Recommendation: 20 

Consider combining distribution key share sampling for Highway Transportation and Mail Processing 

platform operations 

Date of Status: July 2000 

Start Date: FY 2002 

Background: Accurate cost distribution of platform operations poses real challenges for both the rate 
making data systems and for Activity Based Costing. There are potential economies by studying these 
costs in a joint context, and it may create opportunities for more closely linking rate making data with • 

Activity Based Costing, 

Current Activity: None. 

Future Activity: This will be examined In the FY 2001-2002 time frame, in concert with our Activity 

Based Costing efforts. 

Resources: Postal Service staff - three staff will each devote about two months to this investigation. 
Contractor resources; FY 2002 - $200,000, as part of the Headquarters program. Rate Case Data 
Quality, An additional $50,000 for contractor resources will be needed from the administrative budget 
for this recommendation In the FY 2001 -FY 2002 period. 
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DQS Recommendation: 23 

Determine if transaction driven self-sen/ice activities are attributabte to products or groups of products 

Date of Status: Juiy 2000 

Start Date: FY 2002 

Background: The Postal Service has not examined this issue, but agrees with the recommendation to 

study the issue. 

Current Activity: None. 

Future Activity: Subject to budget considerations and upper management approval, the Postal Service 

will begin study of this issue following the dose of R2000-1 . 

Resources: Contractor Resources: FY 2001 - $50,000; FY 2002 - SI 00,000, as part of the 
Headquarters Program, Rate Case Data Quality. These amounts also fund #22. 
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Attachment Question # 37d 

VOE Survey Index 
FY2000 


Cluster 

Cluster Name 

Target 

FY2000 

Index 

Final 

FY2000 

Index 

Difference 
Final from 
Target 

FY99 

Index 

110 

Triboro 

61.8 

63.6 

1.8 

60.8 

390 

Mississippi 

63.5 65.1 

1.6 

63.0 

164 

Erie 

60.0 61.5 

1.5 

59.0 

430 

Columbus 

54,8 

56.0 

12 

52.8 

950 

San Jose 

58.7 

59.8 

1,1 

67.2 

330 

South Florida 

55,8 

56.6 

0,8 

53.8 

900 

Los Anpeles 

60.0 

60.6 

0.6 

59.0 

120 

Albany 

60.7 

61.2 

0.5 

59J 

440 

Cleveland 

53.8 

54.3 

0,5 

51.8 

280 

Mid-Caroiiras 

59.2 

59l 

0.3 

58.2 

995 

Alaska 

59.2 

59.5 

0.3 

57.7 

570 

Dakotas 

64.0 

64.1 

or 

63,5 

840 

Salt Lake City 

59.2 

59.3 

0.1 

57.7 

700 

Louisiana 

62.0 

61.9 

-0.1 

61,0 

400 

Kentuckiana 

61.5 

61.4 

lol 

60.5 

70 

Northern NJ 

58.7 

58.6 

-0.1 

57.2 

100 

New York City 

59.5 

59.3 

-0.2 

58.5 

320 

North Florida 

59.3 

59.0 

-0.3 

58.3 

913 :Van Nuys 

57.7 

57.4 

-0.3 

55.7 

327 iCentral Florida 

57.8 

57.4 

-0.4 

56.3 

290 

Gr South Carolina 

60.7 

60.3 

-0.4 

59.7 

220 

Northern Virginia 

56.2 

55.8 

-0.4 

54,2 

480 

Royal Oak 

56.5 

56.0 

-0.5 

54.5 

310 

South Georgia 

64,5 

63.9 

-0.6 

64.0 

150 

Pittsburgh 

58,2 

57.6 

-0.6 

56.7 

852 

Arizona 

57.7 

57.1 

-0.6 

56.2 

270 

Greensboro 

56.2 

55,6 

-0,6 

54.2 

350 

Alabama 

61.3 

60.6 

-0.7 

60.3 

60Fi 

Northern liiinois 

55,3 

54.5 

-0.8 53.3 1 

920 

San Diego 

59.2 

58.4 

-0.8 

57.7 

190 

Phiiadelphia 

57.2 

56.4 

-0.8 

55.2 

335 ^ 

Suncoast 

57,8 

56.9 

-0.9 

56.3 

590 

Big Sky 

63.2 

62.3 

-0.9 

62.2 

990 

Spokane 

60.2 

59,2 

-1.0 

59.2 

980 

Seattle 

57.5 56.5 

-1.0 

56,0 

926 

Santa Ana 

57.7 

56.6 

-1.1 

56,2 

210 

Baltimore 

57.5 

56.4 

-1.1 

55,5 

20 

Boston 

60.2 

59.0 

-1.2 

59-2 

940 

San Francisco 

58.5 

57.3 

-1.2 

57.0 

140 

Western New York 

60.3 

59.0 

-1.3 

59.3 

606 

Chicago 

56.3 

55.0 

_ 1 

54.3 

300 

Atlanta 

58.2 

66.9 

1 

56,7 

40 

Maine 

62.5 

61.1 

-1.4 

61.5 

730 

Oklahoma 

60.7 

69.3 

-1.4 

59.7 

967 

Honolulu 

63.7 

62.2 

-1.5 

53.2 

630 Gateway 

59.0 

57.5 

-1.5 

57.5 

30 j New Hampshire 

57.8 

56.3 

-1.5 

55.8 

945 [Oakland 

57.5 

56.0 

-1.5 55,5 1 
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Cluster 

Cluster Name 

Target 

FY2000 

Index 

Final 

FY2000 

Index 

Difference 
Final from 
Target 

FY99 

Index 

907 

Long Beach 

60.3 

58.7 

-1.6 

59.3 

250 

Appalachian 

62.5 

60.9 

-1.6 

61.5 

956 

Sacramento 

59.5 

57.9 

-1.6 

58.5 

105 

Westchester 

59.2 

57.6 

-1.6 

58.2 

88 

Central NJ 

57,5 

55.9 

-1.6 

55.5 

60 

Connecticut 

55.2 

53.6 

-1.6 

53.2 

890 

Las Vegas 

58.3 

56.6 

-1.7 

56.8 

460 

Greater Indiana 

57.5 

55.8 

-1.7 

55.5 

493 

Greater Michigan 

60.3 

58.5 

-1.8 

59.3 

170 

Harrisburg 

58.5 

56.7 

-1.8 

57.0 

230 

Richmond 

57.8 

56.0 

-1.8 

55.8 

117 

Long Island 

60.2 

58.4 

-1.8 

59.2 

200 

Capital 

54.7 

52.9 

-1.8 

52.7 

553 

Northland 

57.8 

55.9 

-1.9 

56,3 

28 

SE New England 

59.2 

57.3 

-1.9 

58,2 

760 

Fort Worth 

60.7 

58.7 

-2.0 

59.7 

370 

Tennessee 

60.3 

58.2 

-2.1 

59.3 

481 

Detroit 

56.8 

54.7 

-2.1 

54.8 

450 

Cincinnati 

55.0 

52.9 

-2.1 

53.0 

10 

Springfield 

56.8 

54.5 

-2.3 

54.8 

18 

Middlesex-Central 

57.7 

55-4 

-2.3 

56.2 

870 

Albuquerque 

57.7 

55-4 

-2.3 

55.7 

970 

Portland 

57.7 

55.4 

-2.3 

55.7 

780 

Rio Grande 

59.3 

56.8 

-2.5 

58.3 

680 

Central Plains 

62.7 

60.1 

-2.6 

61,7 

500 

Hawkeye 

60.0 

57.4 

-2.6 

59.0 

752 

Dallas 

56-2 

53.6 

-2.6 

54.2 

640 

Mid-America 

57.8 

55.1 

-2.7 

56.3 

800 

ColoradoAWyoming 

55.8 

53.1 

-2.7 

53.8 

604 

Central Illinois 

57.7 

55.0 

-2.7 

55.7 

530 

Lakeland 

56.5 

53.7 

-2.8 

54.5 

80 

South Jersey 

57.7 

54.8 

-2.9 

56.2 

442 

Akron 

57.8 

54.8 

-3.0 

55.8 

175 

Lancaster 

56.3 

53.2 

-3.1 

54.3 

6 

Caribbean 

63.3 

60.1 

-3.2 

62,3 

770 

Houston 

57.8 

54.5 

-3.3 

56.3 

720 

Arkansas 

65.5 

60-2 

-5.3 

65.0 
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VOE Survey Index 
FY 2000 



Area 

Target 

FY2000 

Index 

Final 

FY2000 

Index 

Difference 

Final from 
Target 

A 

Southeast 

59.0 

58.6 

-0.4 

B 

Mid-Atlantic 

59,2 

58.8 

-0.4 

C 

New York 

59.8 

59.3 

-0.5 

D 

Pacific 

59.2 

58,3 

-0.9 

E 

Capitai Metro 

56.0 

54,9 

-1.1 

F 

Allegheny ; 

57.2 

55.7 

-1.5 

G 

Western 

57.8 

56,3 

-1.5 

H 

Northeast 

59.0 

57.4 

-1.6 

I 

Great Lakes 

57.2 

55.6 

-1.6 

J 

Midwest 

58.8 

57.0 

-1.8 

K 

Southwest ; 

59.7 

57,3 

-2.4 


I 




National I 

58.8 

57,5 

-1.3 
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Attachment Question # 55b 



Employment and Placement 

364 Assignment, Reassignment, and Promotion 

c. The incumbent has no assignment or promotion right to the nev/ 
position if there is a s^nificant change in duties and responsibilities 
which results in the authwization of a new position at the same or a 
higher grade and In the abolishment of the present position. The new 
position is filled in acxtordance with regular procedures, and the 
incumb^t of 9ie atralished position is assigned in accordance with 354. 

d. The incumbent is treated in accordance with 354.241 in any situation 
where a position is evaluated at a lower grade. 

354 Assignment of Unassigned Employees 

3S41 Policy 

354.11 Bargaining Unit Employees 

Assignment of excess bargaining unit employees must be in accordance with 
the applicable provisions of the National Agreement. 

354.12 Nonbargaining Unit Employees 

Assignment of unassigned career nonbargaining unit employees must be in 
accordance with the procedures described in 354.2 and 354,3 as appropriate. 
Postal policy provides equai opportunities for aii employees without 
discrimination because of race, color, religion, sex, national origin, disability, 
or age. Especially in exercising the various managerial options described in 
these procedures, managers are responsible for ensuring and documenting, 
where appropriate, that no discriminatory impact results from discussions or 
personnel actions implementing these procedures. 

354.2 Assignment of Nonbargaintng Unit Employees Due to a 
Potential or Actual Reduction in Force 

354.21 General 

354.211 Definition of Reduction in Force 

A reduction In force (RIF) is a uniform and systematic way of making 
organizational changes resulting in the release of an employee from his or 
her competitive level as defined In 354.217a. A RIF action occurs in the 
Postal Se.n/ice when an employee is released from his or her competitive 
level by separation, demotion, ora reassignment requiring displacement. 
Release from a competitive level must be caused by elimination or significant 
modification of existing work, creation of new work, reorganization, transfer of 
function, an individual’s exercise of reemployment or restoration rights, or a 
reclassification of an employee’s posifion based on the erosion of duties that 
will take effect after a RIF has been formally announced in the employee’s 
competitive area (see 354.217b) or when a RIF takes effect within 1 80 days. 

Note: With the exception noted above concerning the reclassification of an 
employee’s position, a diange to lower grade based on the reclassification of 
an employee’s position due to a change in classification standards or a 
correction of a classification error is not a RIF. 
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Attachment Question #82b 

Summary of Volumes and Revenues 
Comparison of Rate Case Projections and FY Results 
Fiscal Year 2000 
(Thousands) 



R?non-1 Prolefttlons 

FY ?nfin Actlial.S 

Pfirr-finf nifferenrtft 


Mai! 


Mail 


Mail 


Pescription 

Volume 

Revenues 

Volume 

Revenues^ 

Volume 

Revenues 

First-Class Mail 







Single-Piece Letters and Sealed Parcels 

53,685.016 

22.470.798 

52,369.535 

21,774,114 

-2.45% 

-3.10% 

Presort and Automation Letters 

45,096.057 

12,300,297 

45,675.472 

12,552,955 

1.28% 

2.05% 

Total Letters 

98.781.073 

34,771,095 

98,045,007 

34,327,069 

-0.75% 

-1 .28% 

Single-Piece Cards 

2.855,226 

593,456 

2,719,298 

559,432 

-4.76% 

-5.73% 

Presort and Automation Cards 

2,600.104 

417,473 

2,761,407 

446,701 

6.20% 

7.00% 

Total Cards 

5.455.330 

1,010,926 

5,480,706 

1,006,133 

0.47% 

-0.47% 

Total First-Class Mail 

104,236.403 

35,782,023 

103,525,713 

35,515,870 

-0.68% 

-0.74% 

Priority Mail 

1.229,818 

4,740,686 

1,222,454 

4,837,056 

-0.60% 

2.03% 

Express Mai! 

69,876 

994,373 

70,935 

996,100 

1 .52% 

0.17% 

Mailgrams 

3,858 

1,312 

3,656 

1,519 

-5.23% 

15.82% 

Periodicals 







Within County 

892,821 

78,090 

897,069 

76,717 

0.48% 

-1.76% 

Outside County 







Nonprofit 

1,988,739 

325,163 

2,153,400 

338,784 

8,28% 

4.19% 

Classroom 

58,182 

13,456 

63.969 

14,439 

9.95% 

7.31% 

Regular-Rate 

7.457,452 

1,812.341 

7,250,346 

1,723,034 

•2.78% 

-4.93% 

Total Periodicals 

10.397,195 

2.229.049 

10,364,784 

2,170,690 

•0.31% 

-2,62% 

Standard Mail (A) 







Regular 

41,673.597 

8.464,503 

43,030,852 

6,618,800 

3.26% 

1,82% 

Enhanced Carrier Route 

32.691.235 

4,896.108 

32,775,999 

4,879,448 

0.26% 

-0.34% 

Total Commercial 

74.364.831 

13.360,609 

75,806,852 

13.498.248 

1 .94% 

1,03% 

Nonprofit 

11,255.435 

1.438.278 

11,325,657 

1,396,917 

0.62% 

-2.88% 

Enhanced Carrier Route 

2.957.311 

236,456 

2,924,638 

216,343 

-1.10% 

-8,51% 

Total Nonprofit 

14.212,747 

1,674,734 

14,250,295 

1,613,261 

0.26% 

-3,67% 

Total Standard Mall (A] 

88.577,578 

15,035,343 

90,057.147 

15,193,282 

1 ,07% 

1.06% 

Standard Mall (B) 







Parcel Post 

347.342 

1,123,975 

324,187 

1,041,927 

-6.87% 

-7.30% 

Bound Printed Matter 

509.795 

463,307 

560,218 

502,902 

9.89% 

8.55% 

Special Rate 

206,676 

324,472 

215,934 

317,944 

4.48% 

-2.01% 

Library Rate 

28.546 

47,742 

28,112 

47,123 

-1 ,52% 

-1,30% 

Total Standard Mall (B) 

1,092,357 

1,959,497 

1,128,431 

1,912,305 

3,30% 

-2,41% 

USPS Penalty Mall 

359,429 

0 

362.913 

0 

0,97% 


Free-for-the-BIInd 

54.952 

0 

46,638 

0 

-15,13% 


Total Domestic Mall 

206,021.466 

60,742,283 

206,782,673 

60,626,822 

0,37% 

-0,19% 

International Mail 

1.048.763 

1,690,211 

1,099.478 

1,667,520 

4.84% 

-1 ,93% 

Total All Mail 

207,070,229 

62,432,494 

207,882.151 

62,284,343 

0.39% 

-0,24% 

Special Services 







Registry 

12,676 

89.267 

8,931 

72,366 

-29.54% 

-18,94% 

Certified Mall 

281,365 

393,911 

270,533 

385,402 

•3.85% 

-2,16% 

Insurance 

46,688 

91,694 

56.835 

105,321 

21.73% 

14.86% 

COD 

3.805 

19,549 

4,131 

21,472 

8.59% 

9.84% 

Money Orders * 

229,668 

265,081 

232,769 

234,718 

1.35% 

•11.45% 

Stamped Cards and Envelopes 


16,835 


15,364 


-8.74% 

Box/Calier Service 


728.460 


684,207 


-6.07% 

Other 


342.332 


346,404 


1.19% 

Total Special Services 


1,947,129 


1,865,242 


-4.21% 

Total Mail & Services 

207.070,229 

64,379,622 

207,882.151 

64,149,585 

0.39% 

-0.36% 

Other Income 


416,346 


531,857 


27.74% 

Continuing Appropriations 







Investment Income ' 







Grand Total 

207.070.229 

64.795.989 

207.882,151 

64,681,442 

0.39% 

■0.18% 

• Money order revenues include interest of 


51,398 


46,823 


-8.90% 


’’ Class totals include 


Source: R2000-1 projections from Exhibit USPS-32C, page 1 of 2, as revised 4-21-2000. 
FY 2000 actuals from RPW report. 
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Employment and Placement 

Assignment, Reassignment, and Promotion 354.215 

354.212 Legal Basis for Reduction In Force 

Laws governing RfF are found in Title 5, United States Code (U.S.C-). 
3501-3503. These laws are implemented in the federal government through 
regulations issued by the U.S. Office of Personnel Management (Title 5, 

Code of Federal Regulations (CFR), 351). In the Postal Service, these laws 
apply only to preference eligible employees (individuals entitled to veterans’ 
preference status during a RIF). The legislative provisions making these laws 
and regulations applicable to preference eligible employees In the Postai 
Service are found in Title 39, U.S.C,, 1006 (a)(2). 

354.213 Management Responsibility 

Management has the responsibility to plan the work and to organize the 
workforce to accomplish Postal Service objectives, '"his responsibility 
includes determining the type, number, and location of positions that are to 
b© filled, abolished, vacated. When changes are anticipated as a result of 
this responsibility, management determines whether a reduction in force is 
necessary and when such action will occur. 

The managers of Human Resources at the district and area levels and the 
manager of Corporate Personnel Management for Headquarters and 
Headquarters-related units are designated as placement administrators. A 
placement administrator is responsible for coordinating al! RIF avoidance or 
mininiizatior strategies and placement activities for a competitive area 
undergoing a RIF. This responsibility includes close coordination with the 
manager of Selection, Evaluation, and Recognition, competitive area 
management, and other Human Resources personnel in other competitive 
areas. The placement administrator is also responsible for coordinating the 
activities associated with a reinstatement list (see 354.27). A placement 
administrator who has direct responsibility over the competitive area in which 
employees have been separated due to a RIF and who have requested 
consideration for future reinstatement to the Postal Service is considered the 
“primary” placement administrator. 

354.214 Coverage of Reduction tn Force Procedures 

These RIF procedures apply to the assignment or separation of career 
nonbargainmg unit employees who occupy positions that have the potential 
of being impacted by, or will be directly affected by. a reduction in force. They 
apply to noncareer nonbargaining unit employees only to the extent 
necessary to terminate their employment to avoid (or minimize) the Impact of 
a reduction in force on career nonbargaining unit employees. 

Exclusion. Bargaining unit emptoyees are excluded from these procedures. 
The assignment or separation of excess bargaining unit employees is in 
accordance with the applicable collective bargaining agreement and 
applicable statutes. 

354.215 Veterans’ Preference Status 

Entitlement to veterans' preference for RIF purposes is based on the 
Veterans’ Preference Act of 1944, as amended, and is codified in various 
provisions of 5 U.S.C. Detailed instructions for adjudicating veterans' 
preference claims are contained in Chapter 7 of The Guidelmes for 
Processing Personnel Actions, an operating manual issued by the Office of 
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Employment and Placement 

354-215 Assignment, Reassignment, and Promotion 

Personnel Management. Employees who are retired members of the uniform 
seA'ices must me^ an additional condition before they can be granted 
veterans’ preference for RiF puf|x>ses. The conditions differ depending on 
whether they retired below, at. or above the rank of major. Exhibit 354.215a 
shows the conditions that must be met by retired members of the uniform 
services before veterans' preference for RIF is granted. Exhibit 354.21 5b 
shows the pay grades and titles (ranks) of officers of the uniform services as 
defined by 5 U.S.C. 2101. 


Exhibit 354.215a 

Veterans' Preference for Retired Military 


Retiree below rank of major must meet one of 
the following conditions: 

Retiree at or above rank of major must meet 
one of the following conditions: 

Be retired based on war or combat-incurred 
disability. 

Be retired based on less than 20 years of active 
duty. 

Have continuous Federal employment since 
November 30, 1 964, without a break in service of 
more than 30 days. 

Be retired based on war or combat-incurred 
disability. 

Be retired based on less than 20 years of active 
duty. 

Have continuous Federal employment since 
November 30, 1964, without a break in service of 
more than 30 days, 

Be a disabled veteran eligible for retired pay under 

10 U.S.C. 67. 


Exhibit 354,21 5b 

Officer Personnel by Pay Grades and Titles (Ranks) 


Pay 

Army, Air Force, and 

Navy, Coast Guard, 


Grade 

Marine Corps 

and NOAA 

Public Health Service 

Below Major; 




W-1 

Warrant officer 

Warrant officer 


W-2 

Chfef warrant officer 

Chief warrant officer 


W-3 

Chief warrant officer 

Chief warrant officer 


W-4 

Chief warrant officer 

Chief warrant officer 


0-1 

Second lieutenant 

Ensign 

Junior assistant 

0-2 

First lieutenant 

Lieutenant (jg) 

Assistant grade 

0-3 

Captain 

Lieutenant 

Senior assistant grade 

Major and Above: 



0-4 

Major 

Lieutenant commander 

Full grade 

0-5 

Lieutenant colonel 

Commander 

Senior grade 

0-6 

Colonel 

Captain 

Director grade 

0-7 

Brigadier genera! 

Rear admiral (lower half) 
or commodore 

Assistant surgeon general 

0-6 

Major general 

Rear admiral (upper half) 

Assistant surgeon general 

0-9 

Lieutenant general 

Vice admiral 

(Note: PHS does not use 

0-10 

General 

Admiral 

0-9 or 0-10) 
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Employment and Placement 
Assignment, Reassignment, and Promotion 


S.M 16 Contents 


354,217 


354.21 6 Veterans’ Preference Entitlement 

Veterans’ preference el'^ible employees are entitled to the following; 

a. Higher Siding. A preference eligible employee is entitled to 

a higher retention standing (seniority) on a retention register (see 
354.217c) than a nonpreference eligible employee during a RIF. 

b. Assignment rights. A preference eligible employee in tenure group 1 or 
11 with a current merit perfoirnance rating of Met Expectations or higher 
who is released from his or her competitive level during a RIF may 
displace anotiier employee with a lower retention standing under 
certain circumstances. The assignment of a preference eligible 
employee to a position with an appropriate representative rate (see 
354.21 7g) held by an employee with a lower retention standing can 
occur eith^ through, bumping or retreating. 

(1 ) Bumping. A preference eligible employee may replace an 
employee in the same competitive area who has a lower retention 
standing and occupies a position that is no more than three grade 
levels (or appropriate grade interval or equivalent) lower than the 
position from w^ich the preference eligible employee is released. 

(2) Retreating. A preference eligible employee may replace an 
employee in the same competitive area, tenure group, and 
veterans’ preference subgroup who has a lower retention 
standing and occupies a poatlon identical to a position previously 
held by the preference eligible employee that is no more than 
three grade levels (or appropriate grade interval or equivalent) 
lower than the position from which the preference eligible 
employee is released. A preference eligible employee with a 
compensable service-connected disability of 30 percent or more 
can retreat to a position that is up to five grade levels (or 
appropriate grade interval or equivalent) lower. 

a Appeal rights. A preference eligible employee may file an appeal with 
the Merit Systems Protection Board (MSPS) under the provisions of 5 
CFR 351.901. 

354.217 Definitions and Explanations 

Definitions and explanations relevant to RIF procedures are as follows; 

a. Competitive level— one or more positions in a competitive area that 
are: 

(1) In the same rate schedule code (e.g., EAS, PCES, etc.) and 
grade level. 

(2) tn the same job classification series and leadership code (i.e., 
type of contribution made to the organization as an executive, 
fTMd-levei manager, initiai-ievel supervisor, or individual 
contributor). 

(3) Similar enough in duties, qualification standards {knowledge, 
skills, and abilities), and working conditions so that the incumbent 
of one position can successfully perform the critical elements of 
any other positbn in the level upon assignment to it. without any 
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Employmait and Placement 

354.217 Assignment, Reassignment, and Promotion 

(oss of productM^ during a 90-day orientation period beyond that 
norrnally expected of a new employee who Is otherwise qualified. 

b. Comp^itive areas — organizational units that have separate 
management aufliority and geographical boundaries under which 
employees compete during a reduction in force. As an example, the 
Center fw Emf^oyee Development In Niorman, OK, is a 
Headquartere-related field unit; however, it is a separate competitive 
area because it has its cwn management authority and geographical 
boundary. Generally, a competftive area should be in effect for at least 
90 days before the effective date of a RIF, The manager of Selection, 
Evaluation, and Recognition publishes a list of competitive areas in the 
Postal Bulletin at least annually. 

c. Retention register — a fist of employees by competitive level ranked in 
descending order based on their retention standing within a specific 
competitive area. The retention standing for each competing employee 
is based on his or her tenure group, veterans' preference subgroup, 
and RIF service date Employees are listed on the retention register In 
the following order; 

(1) By tenure group I, group il, and group li! (see 354.217d)- 

(2) Within each tenure group, by veterans’ preference subgroup AO, 
subgroup A, or subgroup B (see 354.217e). 

(3) Within each veterans’ preference subgroup, by RIF service date 
(see 354.2170- 

d. Tenure groups ~ the groups into v/hich employees are separated for 
retention standing purposes during a RIF, based on their employment 
status. There are three tenure groups; 

(1 ) Tenure group / — career employees who have completed their 
probationary period. 

(2) Tenure group II — career employees who are seiving their 
probationary period and who will not complete it before the RIF 
effective date. 

(3) Tenure group III— noncareer employees serving under indefinite 
appointments, temporary appointments pending establishment of 
a register, status quo appointments, term appointments, and any 
offier nonstatus nontemporary appointments that meet the 
definition of provisional appointments contained in 5 CFR 
316.401 and 316.403. 

e. Veterans’ preference subgroups — the subgroups Into which 
employees are placed based on veterans' preference entitlement. The 
three preference eligible subgroups are defined as; 

(1) SubgvupAD— employees entitled to veterans' preference 
based on a compensable service-connected disability of 30 
percent or more. 

(2) Subgroup A — all other preference eligible employees not 
included in sut^mup AD. 

(3) Sub^oup B — employees who are not preference efigibies. 
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Empfoyment and Placement 

Assignment, Reassignment, and Promotion 354,217 

f. RIF service date — 8ie date used in conjunction with the tenure group 
(see 354.217d) and preference eligible subgroup (see 354,21 7e) to 
determine an employee’s retention standing on a retention register (see 
354.217c) during a RIF. The RIF service date is arrived at by 
subtracting from the employee’s leave computation date the additional 
years of service cr^it based on performance ratings. 

{1 ) Leave commutation date — a date based on total creditable 

service — generally including a!! creditable postal service, federal 
civilian <»rvice, and artive frtlitary service (see 51 2 2). For an 
employee who is a retired member of the uniform services (see 
354.215), the leave computation date is adjusted by the amount 
of service credS based on the rank at which an employee retires 
and the circumstances of the retirement. The specific 
methodology used to calculate the leave computation date is 
provided in ExhiWt210d of Handbook EL'301, Guidelines for 
Processing Personnel Actions. 

(2) Performance ratings — the tiiree most recent merit performance 
ratings of record received during the 4-year period before the 
date of issuance of the specific RIF notices. Based on these 
performance ratings nonbargaining employees are entitled to 
additional service credit towards their RIF service date, as 
fcJlows: 

(a) Merit performance ratings are used as foliows: 

(i) If an employee has received three actual merit 
performance ratings of record during the period, the 
values of the ratings are added together and divided 
oy three (rounded In the case of a fraction to the next 
higher whole number) to determine the amount of 
additional service credit. 

(ii) If an employee has received at feast one but fewer 
than three merit performance ratings of record , the 
employee receives additional service credit for 
performance based on the amount derived when the 
values of the ratings received are added together and 
divided by the number of ratings actually received 
(rounded in the case of a fraction to the next higher 
whole number). 

(iil) If an employee has received no merit performance 
ratings of record, the employee receives additional 
seo/ice credit for performance based on the modal 
i'ating. The modal rating Is determined based on the 
most prevalent merit performance rating received 
postal-wide during the most recent performance 
evaluation period. 

(iv) PCES employees are entitled to additional service 
credit based on a performance rating of Met 
Expectations. 
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(b) Values are assigned to each merit performance rating of 

record (or the modal rating) as follows: 

(i) Twenty (20) additional years of service are credited 
fora rating of Far Exceeds Expectations. 

(ii) Twelve (12) additional years of service are credited 
for a rating of Met Expectations. 

(iii) No additional years of service are credited for a rating 
of Unacceptable. 

g. Representative rate — the hourly pay rate of a position that is used to 
determine a preference eligible employee’s assignment rights during a 
RIF. The representative rate is calculated by dividing the annual base 
salary for a position by 2087 hours (number of hours in a government 
year). The annual base salaries used to derive the representetive rates 
for career nonbargaining unit positions are based on the twenty-fifth 
(25th) percentile of annual base salary range for each grade ievei in the 
Executive and Administrative Schedule (EAS), Structured Management 
Development (SMD) Schedule, A-E Postmaster (EPM) Schedule, and 
the Attorney Pay Schedule (APS). Level 01 positions under the Postal 
Career Executive Schedule (PCES) are subject to a market maximum 
that is used to cap salaries for each position. The market maximum is 
used to calculate the appropriate representative rate for PCES-01 
positions. PCES-02 positions (corporate officers) are not covered by 
the RIF procedures. 

364.22 Processing Requests for Organizational Change 
354.221 Evaluating the Need 

Requests to change a Headquarters or field organizational structure are 
initiated by functional organization management with approval of the 
functional organization vice president. Such requests are processed as 
foHows: 

a. The manager of Customer Requirements reviews and evaluates plan 
requirements; determines the appropriate categories, numbers, and 
grade levels of positions; and, if appropriate, develops job descriptions 
to support new positions and establishes reporting relationships for 
positions within the competitive areas impacted by the proposed 
change. 

b. The manager of Selection, Evaluation, and Recognition evaluates the 
impact of the proposed changes within specific competitive areas and 
determines whether a R!F may be necessary. If a RIF potential exists, 
the manager of Selection, Evaluation, and Recognition provides 
functional organization management with a preliminary piacement plan 
that, if possible, outlines the strategies to minimize or completely avoid 
the need for a RIF. 
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354.222 Implementing the Change 

Following the evaluation process and final approval by functional organization 
management of any revisions to the initial organizational change request and 
the placement plan, the following action is taken: 

a. The manager of Customer Requirements notifies the functional 
organization vice president and the competitive area management of 
the new or modified stmcture and staffing changes to be implemented. 

b. The manager of SeJecfion. Evaluation, end Recognition develops 
qualification standards (knowledge, skills, and abilities) for any new 
positions and assigns the positions to the appropriate competitive 
levels. If placement of competitive area employees into the new 
organization based on competitive levels and qualification standards 
does not result in a potential RIF situation, the functional organization 
vice president and competitive area management are advised to 
proceed to fill any vacant positims under the normal EAS selection 
procedures. If the organizational change does result in a potential RIF, 
the manager of Selection, Evaluation, and Recognition is responsible 
for coordinating RIF avoidance or minimization strategies, conducting 
the RIF process, and, if necessary, coordinating with competitive area 
management other placement opportunities that may be available, 

354.23 Implementing RIF Avoidance or Minimization Strategies 

To minimize or avoid the impact of a RIF, the manager of Selection, 

Evaluation, and Recognition in coordination with the functional organization 
vice president and competitive area management may implement some or all 
of the following actions, either in the competitive area proposed to undergo 
the RIF or in additional specified competitive areas: 

a. Freeze hiring and promotion actions. 

b. Separate contract employees, temporary employees, and reemployed 
annuitants. 

c. Reassign employees out of a competitive area for which a RIF may be 
required and into vacant positions in competitive areas where a RIF Is 
not being contemplated. Reassignments may be made to positions 
within or outside the commuting area and may be voluntary (e.g., 
where an employee has responded to a vacancy announcement) or 
directed by management. Such assignments are not subject to RIF 
procedures so long as preference eligible employees are not 
involuntarily placed into lower grade positions. 

d. Cancel a!! detail and temporary promotion Forms 50. 

e. Terminate probationary employees. 

f. Approve employee requests to voluntarily change to vacant positions at 
tower grades within the competitive area, including bargaining unit 
positions. 

g. Provide voluntary resignation incentives. 

h. Obtain approval from the Office of Personnel Management (0PM) to 
offer a voluntary early retirement option. 
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i. Provide voluntary early retirement incentives. 

j. When circumstances warrant, implement other RIF avoidance 
measures, provided such measures are in compliance with regulations 
and, if appropriate, the applicable collective bargaining agreements. 

354 24 Providing Initial Notification and Making Preliminary Placements 

354.241 Notifying Employees of a Potential RIF 

If a potential RIF situation exists, management at the competitive area must 
meet with employees to advise them of the situation, either individually or in 
groups. This meeting occurs after approval is received from Customer 
Requirements and Selection, Evaluation, and Recognition but before 
issuance of the general RIF notice. The information provided to employees 
includes, if applicable; 

a. A description of the new organization, including the job title and number 
of any new positions added, their grade levels and reporting 
relationships. 

b. The number of positions by title and grade level in the organization 
being abolished. 

c. The position titles, grade levels, or organizational function that will be 
directly impacted by the RIF. 

d. The options available to potentially impacted employees, including any 
RIF avoidance or minimization strategies that will be utilized (see 
354.23). 

354.242 Establishing Employee Qualifications 

Employees who may be impacted by a RIF must provide updated pages 1 
and 2 of Form 991 , Application for Promotion or Assignment, to establish 
their qualifications for vacant positions that remain in the new organization at 
the same grade level, if any. 

354.243 Making Preliminary Placements 

Management at a competitive area in coordination with the manager of 
Selection. Evaluation, and Recognition matches employees to positions, 
including any vacant positions at the same grade levels, if any, in the new 
organization, based on employee qualifications and position requirements. 

354,25 Implementing RIF Procedures 
354.251 Issuing General RIF Notices 

A RIF situation exists if a preference eligible employee in the competitive 
area undergoing a potential RIF Is matched to a lower grade position or is 
unplaced following the preliminary placement procedures in 354.243. The 
manager of Selection, Evaluation, and Recognition issues a general RIF 
notice to all employees within the competitive area. The general RIF notice 
advises employees that a RIF exists within their competitive area and 
provides the following information; 

a. The business reasons for the RIF. 

b. The position titles, grade levels, and organizational functions that will be 
directly impacted by the RIF. 
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c. The RIF effective date is established no less than 60 days after 

anticipated receipt of specific RIF notices. Generally, the RIF effective 
date is established at the close of business on the last Friday of a pay 
period. 

354.252 Issuing Specific RIF Notices 

The manager of Selection, Evaluation, and Recognition issues specific RIF 
notices to all employees within the competitive area no less than 30 days 
after the issuance of the general RIF notice. Each specific RIF notice either 
advises an employee that he or she has been placed in the new organization, 
giving the position title, grade level, occupational code, and duty station 
location, or that he or she did not receive a placement offer and will be 
separated from the Postal Service. The specific RIF notice also contains the 
following: 

a. Information used to determine an employee’s assignment rights in the 
RIF, including the competitive area, competitive level, tenure group, 
veterans’ preference subgroup, RIF service date, and the four most 
recent merit performance ratings of record. 

b. A statement that all employees are entitled to review the Office of 
Personnel Management’s retention regulations (5 CFR 351) at their 
personnel services office. 

c. If the employee is a preference eligible, a copy of the MSPB regulations 
(5 CFR 1201) and appeal forni. 

d. If the employee did not receive a piaceirient offer and was notified that 
he or she would be separated from the Postal Service: 

(1 ) A document titled Explanation of Compensation Programs. 

(2) Form 999, Application for Reinstatement List. 

e. If the employee is a preference eligible who Is changed to a lower 
grade level as a result of the RIF, information concerning Veterans' 
Preference Saved Grade NTE and Veterans’ Preference Retained 
Salary under the provisions of 415.32. 

354.253 Placing Unplaced or Displaced Employees 

Procedures for placing employees before the RIF effective date are as 
follows: 

a. Preference eligible employees not placed based on their RIF rights and 
nonpreference eligible employees are considered for any appropriate 
and available vacant positions remaining in their competitive area as 
follows: 

(1) Following the issuance of the specific RIF notice, the manager of 
Selection, Evaluation, and Recognition provides the placement 
administrator with a list of employees not placed during the 
specific RIF action (see 354.252), and a list of vacant positions 
within the competitive area undergoing the RIF, if any. In the case 
of closure of an entire competitive area, all positions are 
abolished and no placement opportunities remain within the 
competitive area. 
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(2) Any vacant positions that exist in the competitive area are used 
as placement opportunities during a 2-week period beginning with 
the date of receipt of the lists. During this 2-week period, qualified 
employees are matched to these vacant positions. If warranted by 
the number of vacant positions and individuals impacted by the 
RIF, the placement administrator, with the help of a committee, if 
desired, may review Forms 991 and establish employee referral 
lists of individuals who meet the basic qualifications for available 
vacancies. If not, directed reassignments may be made. Forms 
50 for these selections bear the same effective date as the RIF 
effective date. 

(3) Selecting officials must return the entire placement file to the 
placement administrator, including the referral list and Forms 991 , 
with a written list of selected employees in rank order, within 1 
week. Selecting officials should list more than one acceptable 
selection for each vacancy, if possible. 

b. Career bargaining unit employees displaced in order to afford a 

preference eligible his or her RIF assignment rights are reassigned in 
accordance with the applicable collective bargaining agreement. 

354.254 Advising Employees of Options 

During the week before the effective date of the RIF, the placement 
administrator meets, individually or in groups, with employees who remain 
unplaced to discuss in detail the following options: 

a, Nonpay, Nonduty Status. Employees who do not expect to be placed by 
the RIF effective date may request to be placed in a 30-day nonpay, 
nonduty status. The placement administrator must receive this request 
before the RIF effective date. During the 30-day extension, employees 
may continue to seek a position with the Postal Service based on the 
conditions specified in 354.26. 

b. Compensation Alternatives. Generally, information provided about 
compensation alternatives that may be available to employees upon 
separation should include; 

(1 ) An overview of the compensation programs available to 
separated employees and answers to any questions employees 
may have concerning the Information previously provided in the 
Explanation of Compensation Programs attached to the specific 
RIF notice. 

(2) Assistance in identifying and completing the forms necessary to 
apply for any compensation to which individuals may be entitled. 

(3) A reminder for those individuals who have not indicated an 
interest in being reinstated that they are eligible to apply for 
placement on the reinstatement list (see 354.27). 

354.255 Separating Remaining Employees 

Employees who decline or fail to request a 30-day extension in a nonpay, 
nonduty status by the RIF effective date are separated on that date. 
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354.26 Making Post-RIF Employee Placements 

Employees placed on a 30-day extension in a nonpay, nonduty status have 
the follovi/ing options: 

a. Noncompetitive Consideration. Employees may apply noncompetitiveiy 
for any vacancy at or below their current grade within the commuting 
area. Employees assigned to a lower grade position are entitled to 
grade and salary treatment In accordance with 415.4. 

b. Voluntary Bargaining Unit Position Placement If employees meet the 
qualifications for vacant bargaining unit positions, they may volunteer 
for placement into such vacancies subject to the approval of the 
manager of the unit where the vacancy exists. Seniority and pay 
provisions governing such placements are in accordance with the 
applicable collective bargaining agreement. 

354.27 Establishing a Reinstatement List 

354.271 Providing Priority Consideration to Employees 

A reinstatement list (RL) identifies eligible career nonbargaining unit 
employees who have been separated due to a RIF for priority consideration 
for reinstatement to the Postal Service. 

The RL is established on the 31st day following the RIF effective date, 
provided one or more employees have been found eligible for placement on 
the RL. The RL remains in effect for 2 years following its establishment or 
until no eligible employees remain on the RL, whichever is earlier. 

Note: Acceptance of an employee’s Form 999, Application for Reinstatement 
List, and placement on the RL does not guarantee former employees 
reinstatement to the Postal Service. 

354.272 Determining Employee Eligibility 
Employees are eligible to be placed on a RL if: 

a. They received a specific RIF notice Indicating that they will be 
separated from the Postal Service and are subsequently separated on 
their RIF effective date. Employees who retire on or after their RIF 
effective date are eligible for placement on the RL provided they meet 
all other eligibility requirements. 

b. Their last merit performance rating of record before separation was 
above Unacceptable. 

c. They submit their Form 999 no later than 30 days after their RIF 
effective date. 

d. They are found at least “minimally qualified" by the primary placement 
administrator for one or more of the positions identified on their Form 
999. 

354.273 Considering Employees on a Reinstatement List 
Provisions for RL list consideration are as follows: 

a. Eligible RL applicants are provided initial consideration before 

advertisement of a vacant position within their competitive area and all 
other competitive areas within commuting distance not undergoing a 
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RIF action (the reinstatement list area of consideration (RLAC)). 
Consideration is limited to those applicants who have been found at 
least minimally qualified for the vacant position by the primary 
placement adminisb^tor. 

Note: A vacant position does not include positions that are filled 
through other special programs such as the restoration of individuals 
who served in the uniform services and the reemployment or 
reassignment of employees injured on duty, 

b. Positions identified by eligible RL applicants on their Form 999 for 

which they have been found at least minimally qualified by the primary 
placement administrator must be; 

(1) Authorized positions within the RLAC. 

(2) At the same or lower grade level (or representative rate for PCES 
employees) as the positions held before separation due to a RIF 
action. 

C- After initial consideration, eligible RL applicants may either be given 
further consideration for the identified vacant position on a competitive 
or noncompetitive basis or not be considered further. A decision to not 
consider an applicant further for a particular vacancy does not impact 
the apfi^icant’s standing on the RL. It does not prevent the applicant 
from being considered for a similar vacant position at a later date or 
any other position that the applicant has been found eligible to be 
considered for on the RL. 

354.274 Removing Employees From a Reinstatement List 

Employees are considered disqualified and their names removed from the 
RL, if they do any of the following: 

a Accept a career appointment with the Postal Service or other federal 
agency. 

b. Voluntarily request, in writing, to have their names removed from the 
RL 

c. Decline or fail to reply to a written or telephonic notification concerning 
an employment opportunity to a specific position identified on the RL. 

d. Decline an interview or fail to appear for a scheduled interview, 
provided they are notified in advance of the interview and do not take 
reasonable action to reschedule the interview, 

e. Fail to provide the placement administrator with any changes in their 
address or telephone number and thus prevent contact concerning 
potential employment opportunities. 

354.3 Actions for Nonbargaining Empioyees in Connection with 
the Discontinuance and Consolidation of Post Offices 

354.31 Background 

Statutory and r^ulatory requirements mandate consideration of the effect of 
closing or con^jlidating a pc^t office on Postal Service employees In that 
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